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General  Business  Conditions. 

THE  industrial  and  trade  situation  at 
the  close  of  1919,  judged  by  the  move- 
ment of  merchandise,  pressure  for 
goods,  readiness  to  pay  high  prices, 
and  amount  of  business  in  sight  for 
the  future,  was  most  promising.  The  holiday 
trade  and  the  general  trade  in  preceding  months 
were  on  the  greatest  scale  ever  experienced. 

An  inquiry  as  to  the  business  outlook  addressed 
at  this  time  to  almost  any  line  of  industry  will 
elicit  a  favorable,  even  sanguine,  response.  Each 
group  of  producers  seems  to  be  confronted  by  an 
accumulated  demand  which  gives  assurance  of 
plenty  of  business  for  a  long  time  to  come. 

For  example,  the  building  trades  and  industries 
are  convinced  that  the  greatest  year  in  their  history 
is  now  in  sight,  and  the  building  industry  in  all 
its  ramifications  is  so  extensive  that  full  activity 
in  it  is  a  very  important  factor  in  general  employ- 
ment and  prosperity.  The  iron  and  steel  industry 
can  see  nothing  but  prosperity  ahead  for  the  com- 
ing year.  A  vast  amount  of  work  needs  to  be 
done  upon  the  railroads,  and  if  they  are  returned 
to  their  owners  upon  terms  which  enable  the  lat- 
ter to  raise  money  from  the  investing  public,  no 
doubt  the  expenditures  will  be  made  as  rapidly 
as  it  is  practicable  to  obtain  the  funds.  Industry 
today  is  hampered  in  all  parts  of  the  country  by 
poor  railroad  facilities. 

The  industries  engaged  in  supplying  goods  for 
current  consumption  see  nothing  but  prosperity 
ahead  because  the  demand  at  present  is  in  excess 
of  their  ability  to  produce  and  they  see  no  likeli- 
hood of  an  early  change  in  the  situation. 

Certainly  it  is  a  definite  and  most  encouraging 
accomplishment  that  during  the  past  year  the 
armies  have  been  demobilized  and  distributed  back 
into  the  industries,  that  the  shift  has  been  made 
from  war  work  to  peace  work  without  any  con- 
siderable amount  of  unemployment,  and  that  a 
complete  recovery  has  been  made  from  the  state 
of  doubt  and  hesitation  which  existed  last 
January. 

Forel^  Trade  Situation. 

Over  and  against  these  favorable  features  there 
are  certain  elements  of  instability  of  such  import- 
ance that  thev  should  be  kept  constantly  in  view. 
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One  of  these  is  the  foreign  trade  situation. 
For  the  first  eleven  months  of  1919  our  exports 
aggregated  $7,242,045,000  and  our  imports  $3,- 
528,132,000,  as  compared  with  $2,250,929,000 
and  $1,608,829,000  respectively  in  1913.  The 
rise  of  prices  is  a  large  factor  in  the  increase  of 
both  exports  and  imports,  but  the  trade  balance 
is  a  real  balance  to  be  settled. 

This  is  the  fifth  year  of  abnormal  trade,  and 
the  balances  in  favor  of  the  United  States  dur- 
ing the  period  have  aggregated  about  $14,500,- 
000,000.  In  the  first  two  years  the  balances  were 
met  by  foreign  selling  of  American  securities,  by 
loans  in  this  market  and  by  sending  us  about  $1,- 
250,000,000  of  gold.  After  our  entrance  into  the 
war  it  was  done  mainly  by  the  loans  of  the  United 
States  Government  to  the  governments  associated 
with  it  in  the  war,  aggregating  nearly  $10,000,- 
"  000,000.  The  amount  of  these  loans  made  in  1919 
was  $1,757,989,481.  The  remainder  of  the  bal- 
ance of  the  past  year  has  been  met  by  numerous 
loans  in  the  public  market,  by  private  credits  and 
by  exchange  purchased  by  speculators. 

Unbalanced  Trade  Cannot  Continue. 

This  unbalanced  state  of  trade  cannot  be  long 
maintained  now  that  government  loans  have 
ceased.  It  is  true  that  this  warning  has  been 
sounded  continually  during  the  past  year,  ana 
exports  on  the  whole  have  not  declined.  But 
the  fact  that  credits  to  so  great  an  extent  have 
been  provided  at  private  hands  is  not  an  assur- 
ance that  they  can  be  handled  to  the  same  extent 
and  in  the  same  manner  in  the  future.  The  indi- 
vidual exporters  who  have  been  granting  credit 
become  less  able  to  do  so  as  their  resources  are 
gradually  tied  up  abroad. 

Our  exports  have  been  a  large  factor  in  our 
industrial  activity  during  the  last  five  years,  both 
directly  and  indirectly.  Our  manufacturing  in- 
dustries would  feel  the  effect  of  a  cessation  of 
the  foreign  demand  for  their  products,  but  more 
serious  to  them  would  be  a  falling-oflf  in  the  pur- 
chasing power  of  the  agricultural  districts  of  this 
country.  The  great  domestic  trade  is  in  large 
degree  sustained  by  the  prosperity  of  the  farming 
sections,  and  this  prosperity  results  from  the 
large  exports  of  farm  products  and  the  prices 
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which  arc  made  by  the  foreign  demand.  In  some 
of  tliese  products  a  decline  of  exports  and  of 
prices  has  occurred,  and  serves  to  illustrate  what 
may  take  place  on  a  larger  scale.  In  the  five 
months,  March,  April,  May,  June  and  July  the 
exports  of  meat  and  dairy  products  averaged 
$129,000,000  per  month,  in  August  they  fell  to 
$81,000,000,  and  in  the  months  of  September,  Oc- 
tober and  November  they  averaged  $64,000,000 
per  month.  The  figures  for  the  different  classes  of 
products  thus  grouped  together  are  not  available 
for  all  of  these  months,  but  the  chief  factor  in 
the  group  is  pork  products,  and  the  price  of  live 
hogs  in  Chicago  has  declined  from  $23  per  hun- 
dred weight  in  July  to  $14. 

Although  it  is  often  said  that  the  United  States 
might  live  in  independence  of  the  rest  of  the 
world  there  would  have  to  be  an  extensive  re- 
adjustment of  the  industries  to  make  them  mu- 
tually supporting.  We  always  have  been  largely 
dependent  upon  foreign  markets  and  there  could 
not  be  a  general  suspension  of  exports  without 
a  congestion  of  products  in  the  home  market  and 
resulting  disturbance  of  all  industries.  The  ef- 
fect of  an  interruption  of  exports  in  the  latter 
part  of  1914  is  not  forgotten. 

There  is  a  prevalent  idea  that  a  decline  of  ex- 
ports would  be  beneficial  because  it  would  reduce 
prices  to  consumers  in  the  home  market,  but  that 
is  a  short-sighted  view  at  this  time.  The  high 
prices  are  the  result  of  world  scarcity  and  the 
only  real  cure  for  them  is  in  getting  industry  go- 
ing again  everywhere.  It  would  aggravate  the 
situation  to  have  industry  disorganized  and  labor 
thrown  out  of  employment  in  this  country.  We 
do  not  want  low  prices  as  the  result  of  congestion 
here  while  people  die  of  want  in  Europe,  and  it 
will  be  a  grave  mistake  to  think  that  we  can  en- 
joy prosperity  in  such  a  disordered  world. 

Although  the  outlook  is  unfavorable  to  a  main- 
tenance of  exports  in  the  present  volume,  it  docs 
not  seem  probable  that  they  are  going  to  suddenly 
stop.  It  is  more  likely  that  as  exchange  rates  de- 
cline foreign  purchases  will  be  gradually  reduced 
and  the  interest  of  this  country  in  the  situation 
will  be  awakened  to  the  point  of  doing  something. 
If  the  imponance  of  getting  Europe  back  to  a 
self-supporting  basis  is  fully  appreciated  we  will 
find  ourselves  abundantly  able  to  do  it.  We  would 
have  found  the  way  to  carry  on  the  war  for 
years  longer  if  it  had  been  necessarv.  The  sup- 
port and  reconstniction  of  world  society,  and  the 
re-estab!isliment  of  industry  upon  a  peace  basis  is 
ju.st  as  important  as  winning  the  war.  Tlie  dif- 
ference to  the  people  of  this  country  between  good 
times  and  bad  times  would  supply  all  that  is  neces- 
sary to  carry  Europe  through  to  safety. 

The  dependence  of  the  European  countries 
upon  the  United  States  for  food  cannot  be  less- 
ened until  another  crop  is  grown,  and  it  can- 
not be  expected  that  the  1920  crop  will  be  a  full 
one.  Fertilizers  will  be  available  and  labor 
should  be  in  abundant   supply,   but  there  is  a' 


shortage  of  animals  and  of  implements,  and  it 
is  not  yet  probable  that  the  pre-war  supi^lies  from 
Russia  will  be  forthcoming. 

Assuming  that  order  is  preserved  in  Europe 
this  winter,  by  the  help  of  supplies  of  food  and 
such  materials  as  are  necessary  to  the  employ- 
ment of  the  people,  production  will  be  gradually 
resimied,  the  demands  upon  the  United  States 
will  take  the  form  of  regular  trade,  and  prices 
there  and  here  will  be  readjusted  to  a  normal 
basis.  The  present  exchange  rates  will  stimulate 
exports  from  Europe  to  this  country  as  soon  as 
goods  are  available  for  shipment,  and  will  cer- 
tainly have  an  effect  upon  prices  and  industrial 
conditions  here.  Such  raw  materials  as  cotton 
and  copper  will  be  taken  from  us  in  larger  quan- 
ties  than  now,  but  the  products  of  Euro]}e  will  be 
competing  with  us  in  all  markets,  including  our 
own.  A  turn  of  prices  downward  will  come  as 
Europe  begins  to  take  less  from  us  and  to  export 
in  increasing  quantities  to  all  markets,  including 
our  own.  Our  business  men  and  leaders  of  in- 
dustry among  both  employers  and  labor  leaders 
should  be  prepared  to  adjust  their  policies  to  the 
new  conditions  as  they  develop. 

The  Expansion  of  Credit. 

The  state  of  bank  credit  is  another  factor  in 
the  situation  which  must  be  taken  into  account  in 
planning  for  the  future. 

The  inflated  state  of  bank  credit  and  the  in- 
flated state  of  wages  and  prices  today  are  the  re- 
sult of  supplying  credit  without  stint  at  a  time 
when  there  were  practically  unlimited  demands 
upon  the  industries.  The  new  powers  of  the  Fed- 
eral Reserve  system  provided  the  facilities  for  ex- 
pansion, and  they  were  freely  used  during  the  war 
and  during  last  year.  It  is  easy  to  settle  wage 
controversies  so  long  as  increased  costs  can  be 
added  to  the  price  of  the  product,  and  this  has 
been  the  policy.  Each  increase,  while  quieting  de- 
mands for  the  moment  in  one  quarter  has  become 
the  basis  for  new  demand.=  elsewhere,  and  as  soon 
as  one  round  was  completefl  another  was  begiui, 
with  ail  the  old  arguments  repeated.  Every  time 
the  price  level  is  raised  more  credit  and  more  cur- 
rency are  required,  and  so  inflation  has  gone  on. 

Evidently  this  movement  could  not  go  on  in- 
definitely. The  Federal  Reserve  Board  has  given 
warning  that  in  the  interest  of  security  and  sta- 
bility to  industry  the  expansion  of  credit  must  be 
checked.  The  gold  holdings  of  the  Reserve  Banks 
are  no  longer  increasing  but  declining.  The  warn- 
ing is  not  threatening;  no  drastic  policy  of  con- 
traction is  proposed ;  but  the  country  is  told  that 
it  should  pay  up  the  bank  loans  which  are  se- 
cured by  government  paper,  and  do  business  within 
the  facilities  supplied  by  the  present  volume  of 
credit. 

Effects  of  Credit  Restrictions. 

It  is  well  to  understand  what  this  means.  It 
means  that  if  the  country  is  to  handle  the  same 
volume  of  commodities  in  1920  as  in  1919  it  must 


be  done  at  no  higher  level  of  prices.  If  prices 
are  to  be  pusiied  u]i  by  higher  wages,  higher  prices 
for  coal,  higher  railway  charges,  eic,  tiiere  will 
have  to  be  curtaihiieni  somewhere  of  the  amount 
of  business  done,  so  that  the  total  volume  will  be 
within  the  credit  facilities  of  the  banking  sys- 
tem. If  the  volume  of  exchanges  increases  it 
must  be  handled  with  a  corresijonilingly  smaller 
proportion  of  credit,  or  at  a  lower  level  of  prices. 

The  policy  will  be  to  make  credit  cost  more,  to 
exercise  a  more  stringent  surpervision  over  the 
uses  to  which  it  is  put.  and  to  hold  a  close  rein 
over  business  expansion  everywhere.  In  the  pres- 
ent state  of  scarcity  in  many  lines  of  goods,  the 
competition  for  materials  and  labor  is  almost  as 
keen  as  during  the  war.  and  the  effect  upon  prices 
of  granting  credit  freely  is  similar  to  what  it  was 
then.  In  such  cases  a  restriction  of  credit  will 
tend  to  reduce  the  competition  and  lower  prices. 
A  restriciion  of  credit  used  for  carrying  stocks 
will  also  tend  to  force  goods  on  the  market  and 
lower  prices. 

On  the  other  hand  there  is  danger  that  restric- 
tion, unless  wisely  directed,  will  tend  to  curtail 
profluction,  which  would  be  very  unfle«irnble. 
The  chief  influence  for  accomplishing  deflation 
must  be  increased  production.  As  the  price  level 
comes  down  the  credit  set  free  shouhl  be  perma- 
nently retired,  at  least  to  the  extent  of  clearing 
the  Federal  Reserve  Banks. 

The  Need  of  Capital. 

It  will  be  seen  in  surveying  the  situation  that 
confidence  is  based  upon  the  vast  amount  of  work 
which  looms  up  in  all  fields  as  needing  to  be 
done,  and  upon  the  great  demand  for  goods  for 
consumption.  There  is  no  question  about  the  wants 
of  the  world  ;  they  are  verv  great  and  urgent.  In- 
de«l,  the  world  is  impatient  to  a  degree  which 
tends  to  defeat  the  satisfaction  of  its  wants.  Its 
wants  are  both  positive  and  negative,  for  it  wants 
more  of  everything  and  at  the  same  time  to  work 
shorter  hours.  It  wants  to  curb  the  accumulation 
of  capital,  and  j'et  a  greater  supply  of  comforts 
can  be  had  only  by  an  increased  accumulation  of 
capital.  The  chief  agency  for  supplying  the  wants 
of  the  world  is  machinery,  and  capital  consists 
entirely  of  productive  instrumentalities. 

There  is  always  a  vast  amount  of  work  to  be 
done,  providing  somebody  will  furnish  the  capi- 
tal for  doing  it.  If  one  could  have  a  sort  of  a 
bird's-eye  view  of  all  the  plans  that  are  develop- 
ing or  waiting  in  the  minds  of  men  for  the  im- 
provement of  industry  and  society,  what  a  won- 
derful picture  it  would  be!  The  building  pro- 
gram for  which  the  architects  are  said  to  have  the 
plans  rea'lv.  will  reriuire  a  great  amount  of  capi- 
tal, probably  twice  as  much  in  terms  of  dollars, 
as  the  saine  amount  of  building  would  have  re- 
qtuVcd  before  the  war.  The  construction  work 
which  the  steel  industry  is  counting  upon,  the  new 


electrical  installations  upon  which  estimates  are 
invited,  the  expenditures  ujjon  the  railways,  etc., 
all  involve  demands  ujJon  the  capital  fuml,  cor- 
res])ondingly  larger  measured  in  dollars,  than  the 
same  work  would  have  required  before  the  war. 

Where  is  the  capital  coining  from  to  pay  for 
all  this  work?  Society  accomplishes  its  ijrogress 
by  saving  up  out  of  current  production  the  means 
of  making  addiiions  and  improvements  ujion  its 
productive  properties.  If  its  industrial  equi])nient 
is  to  be  improved  and  the  plant  enlarged  by  ex- 
tensive construction  work,  somebody  must  come 
forward  with  ready  capital  and  advance  the  pay 
for  all  the  workmen  so  employed.  In  short,  the 
capitalist,  large  or  small,  and  his  capital,  are  vital 
factors  in  this  great  construction  program.  There 
is  an  inclination  to  question  whether  a  capitalist 
serves  any  useful  purjiose.  and  we  invite  attention 
to  the  part  he  is  expected  to  play. 

State  of  the  Investment  Market. 

The  situation  in  the  investment  market  does 
not  indicate  that  large  amounts  of  capital  are 
available  for  investment  at  this  time.  DontN  and 
stocks  which  in  the  past  have  been  considered 
choice  investments  are  selling  at  the  lowest  prices 
in  their  history.  If  capital  is  not  available  to  pur- 
chase these  where  and  on  what  terms  will  it  be 
found  for  investment  in  the  new  facilities  which, 
are  so  much  needed? 

It  must  be  remembered  in  the  first  place  that 
the  income  from  a  great  body  of  old  investments, 
such  as  railroads  and  public  utilities,  even  if  mnin- 
tained  at  the  same  rates,  has  only  about  one-half 
the  foriner  capital  value  for  new  construction. 
The  public  is  not  disturbed  about  the  shrinkage  in 
the  income  of  a  capitalist ;  a  suggestion  that  in 
valuing  the  railroads  as  a  basis  for  rate-making, 
consideration  shall  he  given  to  present  costs  of  re- 
production, is  likely  to  have  small  consirleration ; 
obiections  are  heard  even  to  allnwint;  the  railroads 
to  increase  their  charges  sufficiently  to  permit  the 
maintenance  of  present  interest  and  dividend  pay- 
ments ;  but  the  ptihiic  cannot  escape  its  own 
loss  resulting  from  diminished  capital  in  the  hand"-, 
of  investors.  Of  course  it  may  he  said  that  what 
is  taken  from  the  capitalists  is  distrihu'ed  to  the 
public,  but  even  so  it  will  be  necessary  to  go  to 
the  public  in  search  of  new  investors,  and  will 
they  be  found? 

Then  again  it  must  be  remembered  that  a  large 
part  of  the  income  from  business  and  investments 
is  being  taken  for  taxation,  and  is  not  available 
for  financine  new  work.  The  state  of  the  security 
markets  reflects  this  fact. 

The  need  for  capital  to  provide  credits  to  en- 
able Europe  to  make  purchases  here  has  been  em- 
phasised, but  such  offerings  come  into  competi- 
tion with  the  other  demands,  and  the  state  of  the 
investment  market  is  the  most  discnnrairing  fact 
which  the  advocates  of  foreign  credits  have  to 
meet.  -J 


The  Supply  of  Capital. 

The  supply  of  capital  dqjcnds  first  upon  pro- 
duction and  then  upon  saving.  The  savings  which 
become  capital  may  be  accumulated  from  wages 
and  other  small  inconics  or  from  the  profits  of 
larger  business.  The  essential  thing  is  that  some- 
thing be  saved  from  direct  consumption  and  used 
to  increase  produaion  permanently.  Whatever  Is 
so  applied  is  divertctl  from  personal  use  and  de- 
voted to  a  public  purpose. 

Small  savings  when  invested  directly  by  the 
owners  go  largely  into  homes  or  real  estate  mort- 
gages, hut  when  placed  as  bank  deposits  or  in 
the  purchase  of  life  insurance  have  been  largely 
invested  in  railroad  bonds.  Industrial  dcvelojv 
ment  in  each  line  has  been  mainly  accomplished 
by  means  of  the  profits  made  in  that  line.  The 
steel  industry  has  been  developed  and  the  won- 
derful progress  of  the  last  fifty  years  accom- 
plished by  means  of  the  profits  obtained  in 
the  business.  The  savings  resulting  from  one  im- 
provement have  furnished  the  capital  for  other  ex- 
periments and  improvements.  The  great  fonunes 
made  in  the  industry  have  consisted  of  vast  prop- 
erties by  means  of  which  iron  and  steel  are  made 
and  sold  to  the  public  more  cheaply  than  before 
such  properties  existed. 

The  fact  that  private  fortunes  exist  in  the  form 
of  properties  which  are  producing  for  tlie  public 
market,  that  the  profits  for  the  most  part  are 
turned  back  for  the  purpose  of  increasing  produc- 
tion, and  that  the  gains  from  the  improvements 
in  industry  inure  to  the  consumers  of  the  pro- 
ducts, are  facts  commonly  overlooked.  But  such 
is  the  history  of  social  progress.  In  this  manner 
occurs  the  diffusion  of  benefits  which  has  always 
accompanied  industrial  progress.  There  is  no  out- 
let for  capital  accumulated  in  industry  except  in 
providing  for  greater  production,  and  no  outlet  of 
any  consequence  for  increased  production  except 
by  distribution  to  the  public.  The  genius  of  the 
business  world  is  divided  between  the  tasks  of 
production  and  distribution. 

The  Limiting  Factor  in  Production. 

We  see  in  every  line  of  industry  the  eagerness 
to  produce.  The  demand  for  things  is  in  sight; 
there  is  need  on  every  hand  to  increase  and  im- 
prove the  pro<luctive  equipment  and  enlarge  the 
output,  but  capital  is  lacking.  We  are  not  saving 
enough  from  current  production.  Not  enough  of 
our  working  force  is  employed  in  making  pro- 
vision for  increased  production  in  the  future. 

If  profits  are  unusually  high  in  any  line  of  pro- 
duction it  is  usually  a  sign  that  more  capital — 
more  profluctive  equipment — is  needed  in  that  in- 
dustry, and  the  profits  will  supply  it.  The  larger 
the  profits  the  faster  will  be  the  development  of 
the  industry  in  which  they  are  made,  until  the 
point  is  reached  where  the  public  is  abundantly 
supplied  at  a  profit  so  mo<lerate  that  investment 
turns  into  other  channels.  The  most  effective  pro- 
tection of  the  public  from  high  profits  is  in  the 


fact  that  such  profits  are  their  own  undoing.  They 
work  a  jjcrmanent  change  in  the  conditions  from 
which  they  spring,  and  no  attempt  to  regulate 
profits  arbitrarily  can  do  this. 

There  is  criticism  of  landlords  who  raise  rents 
under  present  conditions,  but  the  only  real  remedy 
for  the  scarcity  of  house-room  is  more  houses, 
and  they  will  not  be  built  unless  there  is  re- 
muneration for  the  investment. 

Hostility  to  ProfiU. 

The  public  is  hostile  to  profits  because  it  does 
not  follow  tliem  back  into  industrial  use  and  see 
the  results  in  larger  and  cheaper  production.  Prof- 
its are  regarded  grudgingly,  as  lost  to  the  public, 
and  at  best  as  an  incentive  which  it  is  necessary 
to  concede.  But  profits  are  more  than  an  incentive; 
they  are  the  means  by  which  the  leaders  in  indus- 
try accomplish  their  achievements. 

The  public  is  always  wanting  profits  reduced 
and  wages  increased,  although  profits  are  much 
more  likely  to  be  converted  into  capital  and  used 
for  industrial  advancement  than  wages.  If  prof- 
its the  country  over  were  cut  in  two  and  one- 
half  disbursed  as  wages,  undoubtedly  the  ef- 
fect would  be  to  dimini.sh  the  amount  of  capital 
available  for  construction  work  and  increase  the 
expenditures  for  current  consumption.  It  would 
raise  the  cost  of  living  still  higher  while  curtail- 
ing the  means  for  increasing  production. 

It  is  no  reflection  upon  the  wage-earners  to 
.say  this,  for  it  would  be  the  inevitable  result  of  a 
larger  direct  distribution.  The  increa.sed  amount 
received  by  each  individual  would  be  so  small  that 
the  chances  would  be  against  its  becoming  produc- 
tive capital.  The  $100,000,000  gift  recently  m.ide 
by  Mr.  Rockefeller  to  education  and  medical  re- 
search may  be  expected  to  produce  far-reaching 
results  for  the  good  of  humanity,  but  distributed 
to  all  the  people  of  the  United  States  it  would 
have  amounted  to  less  than  $1  each. 

This  is  not  saying  that  it  is  an  ideal  situation 
to  have  wealth  concentrated  instead  of  widely  dis- 
tributed. It  is  only  saying  that  wealth  must  be 
produced  before  its  benefits  can  be  enjoyed  by 
anybody,  and  that  arbitrary  efforts  at  distribution 
will  airtail  production,  while  wealth  used  pro- 
ductively, even  though  the  ownership  be  concen- 
trated, will  increase  the  distribution  of  products. 

The  Labor  Problem. 


The  labor  problem  is  how  to  convince  the 
laborer  that  the  fundamental  thing  is  an  increase 
of  production.  It  is  utterly  futile  to  try  to  im- 
prove the  condition  of  the  masses  by  raising 
money-wages,  while  the  supply  of  everything 
they  want  to  buy  is  being  reduced.  If  all  wages 
in  the  world  were  doubled  forthwith  the  act 
would  not  add  one  bushel  of  wheat,  one  pound 
of  sugar  or  one  yard  of  cloth  to  the  supply. 
It  is  true  that  if  a  few  get  more  wages  wliile 
the  others  do  not,  the  former  may  be  able  to 
get   more   than   their   share   by   outbidding   the 


others,  but  there  is  no  settlement  of  the  social 
problem  in  that.  The  fundamental  truth  is  that 
industry  as  a  whole,  including  all  occupations,  is 
engaged  in  supplying  the  wants  of  the  population, 
that  the  greater  the  production  in  each  branch  of 
industry  the  more  that  branch  will  have  to  give 
for  the  products  of  the  other  branches,  and  the 
greater  will  be  the  supply  for  all. 

This  principle  is  generally  conceded  in  the  ab- 
stract by  labor  leaders,  but  little  evidence  of  it 
appears  in  their  policies.  The  Bureau  of  Census, 
reporting  upon  the  quantity  of  cotton  manufac- 
tured into  goods  in  the  United  States  during  the 
month  of  November,  1919,  brought  out  the  fact 
that  with  an  increase  of  about  five  per  cent  in 
machinery  in  use  and  an  even  larger  increase  of 
employes  on  the  pay  rolls,  the  consumption  of  raw 
cotton  was  less  by  90,000  bales,  or  nearly  16  per 
cent  than  in  November,  1916.  This  result  is  mainly 
due  to  the  shortening  of  the  work-day  from  54 
to  48  hours.  It  may  be  added  that  wage  increases 
of  15  per  cent  in  June  and  12j/^  per  cent  on  De- 
cember 1st  were  granted  in  1919.  in  addition  to 
the  grant  of  54  hours'  pay  for  48  hours'  work, 
earlier  in  the  year. 

Consumption  of  the  Rich  Inslgnilicant. 

Cotton  cloth  is  an  article  of  common  use.  The 
percentage  of  the  production  which  is  consumed 
by  rich  jjeople  is  insignificant.  The  working 
people  of  the  world,  of  the  same  type  as  the  em- 
ployes of  cotton  mills,  are  the  great  consumers  of 
cotton  goods.  The  curtailment  of  production  is 
more  serious  than  the  increase  of  cost  involved  in 
higher  wages,  because  there  are  not  enough  goods 
to  go  around,  and  a  competition  is  created  which 
carries  prices  beyond  the  reach  of  the  poorer  class 
of  consumers.  The  most  helpless  people  suffer 
the  results.  As  a  measure  of  relief  to  the  working 
people  of  the  world,  the  cotton  mills  ought  to  be 
running  at  least  as  many  hours  as  they  did  before 
the  war. 

The  strike  in  the  steel  industry  has  cut  down 
the  supply  of  a  material  required  in  the  manu- 
facture of  machinery  and  industrial  equipment  of 
every  kind,  and  the  strike  of  coal  miners  was  a 
blow  to  indu'^try  not  only  in  this  country  but  in 
Europe.  Thousands  of  factories  whose  products 
are  needed  for  the  comfort  of  the  population  and 
for  the  rehabilitation  of  induf'try  in  Europe  were 
forced  to  suspend  for  want  of  coal. 

It  is  unnecessary  to  refer  to  other  strikes  and 
controversies  to  show  that  industry  was  greatly 
hampered  and  production  reduced  during  the  criti- 
cal year  just  past.  It  is  easy  to  see  th.nt  if  the 
idea  of  securing  the  largest  possible  production 
prevailed  generally  the  output  of  everything 
wanted  for  human  comfort  would  be  greatly  in- 
creased. 

The  reason  for  this  indifference  of  labor  toward 
production  undoubtedly  is  that  antagonism  toward 
the  employing  class  dominates  its  policies  and  ob- 
scures the  relations  of  the  workers  to  each  other. 
The  workers  themselves  are  no  more  in  the  dark 


than  the  thousands  of  ill-informed  sympathizers 
outside  their  ranks  who  write  and  talk  in  their 
behalf.  Throughout  all  the  complaints  about 
the  profits  of  employers  and  the  exploitation  of 
labor  there  is  the  assumption  that  all  the  profits 
of  employers  are,  first,  exacted  from  the  public 
and  second,  used  for  the  exclusive  benefit  of  the 
owners.  There  is  no  recognition  of  the  fact  that 
unusual  profits  as  a  rule  are  obtained  by  economies 
in  production  which  reduce  the  cost  of  goods  or 
services  to  the  public,  and  that  the  profits  in  large 
part  become  capital  and  are  necessary  to  the  ex- 
pansion and  improvement  of  industry. 

The  Interdependence  of  Capital,  Labor  and 
Production. 

Capital  is  an  indispensible  factor  in  social  pro- 
gress, and  ownership  is  a  comparatively  unim- 
portant detail,  except  as  it  affects  the  efficiency 
in  use.  It  is  certain  that  when  the  owner  is 
saving  and  investing  it  he  is  not  consuming  it 
himself,  and  certain  that  he  cannot  use  it  pro- 
ductively except  by  conferring  public  benefits.  He 
cannot  even  invest  it  without  employing  labor, 
so  that  an  exceptionally  rapid  accumulation  of 
capital  results  in  an  exceptionally  heavy  demand 
for  labor,  which  naturally  produces  a  rise  of 
wages.  In  other  words,  there  is  a  normal  and 
inevitable  relationship  between  an  increasing  sup- 
ply of  capital,  an  increasing  demand  for  labor, 
and  an  increasing  .supply  of  goods  on  the  market. 
The  goods  produced  for  the  market  must  be  dis- 
tributed back  for  consumption  to  the  same  body 
of  people  who  produced  them,  working  in  the 
various  industries.  There  is  nobody  else  to  buy 
them,  and  unless  this  distribution  is  accomplished 
there  can  be  no  profits  in  industry  and  no  use 
for  new  supplies  of  capital.  Industry  would 
choke  down  and  come  to  a  standstill  if  the  pur- 
chasing power  of  the  great  body  of  the  people  did 
not  increase  as  fast  as  production  increases. 
Industrial  society  would  become  stagnant  and  un- 
profitable to  everybody. 

This  is  the  answer  to  apprehensions  that  capital 
will  conspire  to  cut  down  wages  and  deprive  the 
workers  of  the  comforts  of  life.  The  individual 
employer  may  want  to  cut  down  the  wages  of  his 
own  employes,  but  he  is  not  interested  in  having 
the  purchasing  power  of  the  community  generally 
reduced.  That  would  be  destructive  of  business 
and  of  capital  and  therefore  no  conspiracy  to  that 
end  is  possible.  The  truth  is  that  the  new  capital 
coming  on  the  market  comjiercs  inevitably  with 
old  capital  in  tlie  service  of  the  public.  New  capi- 
tal is  continually  exterminating  old  capital,  which 
in  the  form  of  out-of-date  equipment  is  discarded, 
the  consuming  public  gaining  by  the  latest  meth- 
ods and  equipment. 

During  the  war,  when  the  demand  for  iron  ex- 
ceeded the  capacity  of  all  the  furnaces,  prices  rose 
high  enough  to  bring  scores  of  abandoned  fur- 
naces back  into  temporary  use.  but  as  the  demand 
subsides  or  the  supply  is  increased  by  the  construe- 


tion  of  new  furtuces,  the  old  uneconomical  fur- 
naces will  be  iurccU  b>  iulliiij;  pncea  lo  close 
attain. 

Foreign  Trmde  «nd  Exchange. 

The  November  foreign  trade  figures  arc  larger 
than  il)o»e  lur  (Jciubcr  on  both  aidca  of  the  uc- 
cuuiit.  Lxjjons  aggregated  $740.y21,l()3  and  ini- 
|xjn»  $42'>>^11,0//,  givnig  a  balance  in  favor  of 
llu»  country  of  $3 1 1 ,7 1  U,U86.  1  hese  are  the  sec- 
ond largest  figures  for  monthly  exixjrts  on  rec- 
ord havnig  been  exceetied  only  in  June,  1919. 
While  the  movement  ol  meats  and  breadstutfs  was 
lower,  cotton  went  to  England  in  increased  quan- 
tities, notwithstanding  the  low  rale  of  sterling  ex- 
duuigc.  Indeed  it  was  doubtless  an  im|x)riant 
factor  in  the  new  low  record  for  sterling.  The 
Lancashire  cotton  mills  are  now  working  to  ca- 
pacity and  the  produa  seems  to  be  wanted  at 
prices  which  include  the  exchange  charges.  £x- 
jKjns  to  Asia  are  large  and  all  the  products  of 
Asia  arc  bringing  high  prices. 

1"he  liuroiHjan  exchanges  have  all  made  new  low 
records  during  the  jKist  nionih,  the  |)ound  sterling 
falling  to  about  $.^.64  on  December  12,  from  which 
it  reacted  to  above  $3.80.  Qmadian  exchange,  upon 
which  a  year  ago  the  discomit  was  about  two  per 
cent,  last  spring  about  three  \kt  cent  and  a  month 
ago  four  or  five  \HtT  cent,  went  as  low  as  eleven 
per  cent,  probably  as  the  result  of  realizing  by 
American  holders.  A  great  many  business  houses 
in  this  country  with  a  Canadian  trade  have  been 
accumulating  credits  in  Canada  during  the  past 
year. 

Current  Exchange  Rates. 

The  table  of  exchange  rates  as  of  December  29 
is  as  follows: 

Rate  Depre- 

Unit  Ex.  rate  in  cents  ciation 

Value  Nov.  28  12/29/19  in  % 

Canada    1.00  .9525  .9100  9.0 

Germany    ...     .2382  .0230  .0210  912 

lulv    1930  .0825  .0763  60.5 

Belgium 1930  .1075  .0962  502 

France    1930  .1026  .0939  51.3 

England   ....  4.8665  4  0.W)  3.8000  219 

Switzerland.      .1930  .1818  .1802  6.6 

Holland    ....     4020  .3775  .3750  6.7 

Denmark    ...     2680  2030  .1925  282 

Norway    ....     2680  2180  2050  23  5 

Sweden    ....     2680  2250  2150  19.8 

Spain    1930  .1965  .1925  0.3 

Argentine    ..     .9648  .9825  .9800  *1.6 

Japan    4985  .5075  .5025  •0.8 

•Premium. 

There  is  a  growing  opinion  that  American  ex- 
porters hold  larger  amounts  of  European  cre<lits 
than  has  been  heretofore  supposed,  and  this  is  an 
explnn.ntion  not  only  for  the  fact  that  exports 
have  been  well  maintained  despite  the  decline  in 
rates  but  for  a  good  part  of  the  increase  of  hank 
loans  since  September.  Naturally  a  m.nnufjic- 
hircr  who  is  sellinfr  abroad  on  long  cretlit.  or 
taking  his  pay  in    foreign  securities,  must  call 


upon  his  banker  for  funds  with  which  to  carry 
on  his  business.  That  this  was  being  done  to  some 
cxiciil  lius  been  well  uiulersiuud,  but  ilie  vuluiuc 
probably  is  larger  than  has  been  supposed. 

As  yet  it  cannot  be  said  that  (here  is  any  defi- 
nite developnieiit  from  the  conferences  u]>on  the 
subject  of  foreign  credits.  It  is  not  likely  tliat 
there  will  be  any  until  the  Treaty  is  disjxised  of. 
The  projxjsal  to  raise  any  considerable  sum  from 
the  investment  market  looks  fonnidable  in  view 
of  the  state  of  that  market  as  shown  by  the  pre- 
vailing prices  for  our  own  securities.  A<lvices 
from  Euroi)e  are  urgent  that  action  be  taken,  and 
some  writers  say  thai  much  feeling  is  develo|>ing 
against  America  over  the  oppressive  exchange 
rales,  which  the  general  public  understands  there 
no  better  than  here.  They  think  that  |)revailing 
rates,  so  unfavorable  to  them,  arc  a  part  of  the 
price  which  America  is  exacting  in  the  hour  of 
their  great  necessity. 

Qovernment  Aid. 

The  Secretary  of  the  Treasury  in  his  annual 
report  to  Congress  has  taken  very  definitely  the 
jxjsition  that  tiie  Government  will  do  nothing  to 
assist  in  financing  exjiort  business.  He  urges  that 
as  the  profits  nj)on  exiKirts  will  inure  to  the  ex- 
porters, the  latter  should  as.sume  the  burden  of 
financing  them.  That  may  be  logical,  but  will  the 
farmers  or  exporters  of  farm  proilucts  come  for- 
w.nrd  and  provide  the  credits  for  that  class  of  ex- 
ports? An  extensive  organization  will  be  neces- 
sary to  provide  credits  ui)on  the  scale  required, 
and  it  will  take  an  unusual  degree  of  co-ojieration 
and  pnhlic  spirit  to  create  such  an  organization. 

It  will  be  neces<!ary  to  concentrate  public  at- 
tentinn  upon  the  situation  mtich  more  efTectually 
than  has  been  done  as  yet.  The  average  man  re- 
gards the  exchange  problem  as  something  for 
bankers  to  look  .-"fter,  and  takes  it  for  granted 
that  the  needs  of  Europe  for  cotton,  food,  etc., 
are  so  imperative  that  "somehow"  the  exjKirts  will 
continue.  The  fact  is,  however,  that  they  will 
not  continue  unless  a  way  to  pay  for  them  is 
found.  Credits  must  be  provided  to  cover  them, 
and  the  sum  required  is  too  large  to  be  provided 
except  by  an  organized  appeal  to  the  country, 
presenting  the  general  interests  involved.  Every 
part  of  the  country  must  participate.  The  agri- 
cultural interests  are  even  more  directly  con- 
cerned than  the  other  industries,  but  all  are  con- 
cerned together.  The  situation  is  so  large  that 
leadership  and  co-operation  by  the  Government 
are  required.  As  long  ago  as  last  May  we  said 
upon  this  subject : 

Private  credit  is  unable  to  cope  witli  tliis  situation. 
The  needs  are  on  too  vast  a  scale,  and  tlie  people  of 
this  country  are  too  far  away  to  take  a  large  part  in 
it  as  individua's.  We  may  ring  the  changes  upon 
foreign  investments  and  some  will  be  made,  but  the 
total  will  be  f:>r  hclow  the  sums  needed.  There  is  only 
one  way  in  which  the  resources  of  Europe  can  be 
pledged  in  such  manner  as  to  promptly  command  credit 
upon  a  great  scale,  and  that  is  through  governmenul 
agencies. 


Meanwhile  the  situation  is  drifting  closer  to  the 
stage  where  prompt  action  will  be  necessary. 

Mr.  Hoover  makes  the  practical  suggestion  that 
if  Congress  will  grant  authority,  the  Grain  Cor- 
poration will  be  able  to  extend  the  credits  re- 
quired for  the  purchase  of  foodstuffs  out  of  funds 
already  at  its  command,  and  without  any  addi- 
tional appropriation.  He  takes  a  view  which  we 
believe  will  be  generally  approved  by  the  Ameri- 
can people  when  he  says: 

"I  do  not  belies'e  that  we  can,  with  such  a  surplus  of 
breadstufTs  in  our  hands,  sit  down  in  the  United  States 
and  see  millions  of  people  starve  merely  because  we 
exact  cash  instead  of  credit.  Unless  we  take  some 
immediate  action  in  the  matter  we  shall  have  a  break- 
down of  stable  government  in  Central  Europe.  If  we 
look  at  it  from  the  most  sellish  point  of  view  of  our 
own  future  interests  we  cannot  expect  to  have  peace 
and  a  recuperation  of  the  world  if  we  allow  the  crea- 
tion of  another  cesspool  like  Russia.  No  section  of  this 
community,  however,  places  sellish  interest  before  hu- 
manity. 

"The  amount  of  assistance  required  is  very  small 
compared  to  the  total  that  we  extended  last  winter. 
Furthermore,  transportation,  government,  and  other 
things  have  become  so  much  more  near  y  normal  in 
Europe  that  it  does  not  require  establishing  any  great 
system  of  distribution.  The  whole  operation  could  be 
carried  out  by  the  chief  grain  corporation." 

Tbe  Edge  Law. 

The  Edge  bill  has  become  a  law.  The  essential 
features  of  this  act  are  that  corporations  having 
a  capita!  of  not  less  than  $2,000,000  may  be  or- 
ganized to  engage  in  foreign  banking  operations, 
that  they  may  sell  debentures  or  other  obligations 
up  to  ten  times  their  capital  and  that  national 
banks  may  subscribe  to  the  stock  of  such  corpora-* 
tions,  provided  that  their  total  holdings  in  these 
and  other  corporations  authorized  to  do  banking 
abroad  shall  not  exceed  ten  per  cent  of  their  capi- 
tal and  surplus.  Doubtless  there  will  be  some  ac- 
tion under  this  law,  as  the  resources  of  the  War 
Finance  Corporation  can  be  brought  into  play  in 
this  manner,  not  to  speak  of  market  flotations. 
These  facilities,  however,  are  more  likely  to  be 
employed  for  the  movement  of  manufactures, 
through  the  co-operation  of  the  industries,  than 
for  the  movement  of  farm  products. 

The  Chamber  of  Deputies  of  Argentina,  which 
is  the  lower  house  of  Congress,  on  December  12 
passed  the  bill  granting  a  credit  of  $200,000,000 
to  Great  Britain,  France  and  Italy,  and  the  bill  is 
now  pending  before  the  Senate.  The  proposed 
credit  is  to  enable  the  borrowing  countries  to  buy 
Argentine  products.  Argentina  is  just  now  har- 
vesting an  excellent  grain  crop. 

The  Money  Market. 

The  money  market  was  close  in  New  York 
throughout  December,  reflecting  a  strong  demand 
for  funds  for  the  year-end  settlements  in  addi- 
tion to  current  requirements  for  handling  the 
greatest  volume  of  business  ever  known.  The 
figures  published  by  the  Federal  Reserve  Board 
of  payments  through  the  banks  having  member- 


ship in  140  of  the  leading  clearing  houses  of  the 
country  show  that  in  the  week  ended  December 
24,  1919,  payments  aggregated  $10,290,479,000, 
as  compared  with  $6,894,244,000  in  the  corre- 
sponding week  of  1918.  The  demand  deposits  of 
the  Clearing  House  banks  of  New  York,  includ- 
ing government  deposits,  on  December  28,  1918, 
aggregated  $4,143,926,000  and  on  December  27, 
1919,  aggregated  $4,282,194,000.  On  the  former 
date  the  loans  and  investments  aggregated  $4,- 
659,461,000  and  on  the  latter  date,  $5,197,484,000. 
The  increase  of  loans  and  the  amount  of  loans  in 
relation  to  deposits  shows  why  money  is  tight. 

The  earning  assets  of  the  twelve  Federal  Re- 
serve banks  at  the  clo.se  of  1918  aggregated  $2,- 
318,170.000  and  on  December  26,  1919,  aggre- 
gated $3,080,495,000,  which  of  course  means  an 
expansion  of  loans  to  this  extent.  In  this  expan- 
sion it  is  noticeable  that  the  New  York  bank  has 
a  relatively  small  part,  its  earning  assets  having 
increased  from  $925,424,000  to  $1,048,159,892. 

These  figures  show  that  the  New  York  banks 
cannot  be  charged  with  fostering  speculation.  The 
loans  of  the  reserve  banks  have  made  their  chief 
I'hcrease  since  September.  On  the  19th  of  that 
month  they  aggregated  only  $2,349,971,000. 

The  ratio  of  total  reserves  to  combined  deposit 
and  note  liabilities  in  the  statement  of  December 
26  was  44.8,  the  lowest  point  .so  far  touched  in 
the  history  of  the  system.  The  reserve  of  the 
New  York  bank  was  40  per  cent. 

The  New  York  money  market  is  on  a  straight 
six  per  cent,  basis  for  time  loans.  Necessary  ac- 
commodations for  trade  and  industry  are  being 
supplied,  but  the  banks  are  endeavoring  to  keep 
down  the  volume  of  loans.  Call  money  has 
ranged  for  much  of  the  month  around  7  to  12 
per  cent.,  and  on  several  days  reached  15  and  18 
per  cent.  These  rates  were  due  mainly  to  the 
withdrawal  of  outside  money  from  stock  ex- 
change loans. 

Higher  Interest  Rates. 

The  Federal  Reserve  banks  put  into  effect  on 
the  11th  of  December  the  second  advance  of 
rates  upon  paper  secured  by  Government  obliga- 
tions. Except  as  regards  loans  secured  by  Treas- 
ury certificates,  Government  paper  is  no  longer 
favored.  The  table  elsewhere  shows  the  present 
rates. 

As  yet  there  has  been  no  advance  upon  re- 
discounts of  straight  commercial  paper,  running 
90  days  or  less,  4J4%  being  maintained,  but  it  may 
be  surmised  that  the  Federal  Reserve  Board  will 
not  rest  satisfied  with  the  advances  that  have  been 
put  into  effect.  Of  the  intention  of  the  Reserve 
Board  to  require  the  gradual  liquidation  of  the 
paper  secured  by  Government  bonds  ample  notice 
has  been  given,  and  in  view  of  the  existing  state 
of  credit  expansion  there  is  every  reason  to  ex- 
pect that  further  measui-es  to  restrict  the  granting 
of  credit  and  to  make  credit  more  expensive  will 
be  adopted.  There  need  be  no  surprise  if  five 
per  cent;  is  made  the  minimum  for  accommoda- 


tions  at  the  reserve  banks  at  an  early  day.  The 
fact  is  t!»at  the  most  effective  results  will  not  be 
obtained  until  the  reserve  rates  are  equal  to  those 
of  the  member  banks. 

Every  banker  knows  that  the  course  of  expan- 
sion which  lias  been  followed  during  the  past  year 
should  not  go  on.  Tlie  Federal  Reserve  system 
was  established  to  provide  the  means  for  expand- 
ing bank  credit  when  emergencies  required  it,  but 
the  Federal  Reserve  Board  was  established  at 
Washington  to  r^ulate  and  control  such  expan- 
sion, and  the  member  banks  and  other  banks  are 
expected  to  co-operate  with  it  in  the  enforcement 
of  sound  public  policies. 

The  Federal  Reserve  Board  has  called  a  con- 
ference with  bankers  at  Washington  on  January 
6,  to  consider  a  modification  of  the  existing  rela- 
tion between  interest  rates  on  bank  deposits  and 
the  rates  for  bank  loans. 

Gold  Movements. 

According  to  the  customs'  records  the  exports 
of  gold  from  the  United  States  in  the  eleven 
months  ended  with  November  aggregated  $321,- 
928.300,  while  imports  amounted  to  $63,600,000, 
which  would  show  a  net  loss  of  about  $258,000,- 
000.  These  figures,  however,  do  not  include  the 
$172,000,000  received  by  the  Federal  Bank  of 
New  York  from  Gennany,  which  has  been  on 
deposit  in  the  Bank  of  England,  or  the  payments 
therefrom,  amounting  to  about  $34,000,000.  This 
Bank  has  released  gold  from  London  in  a  number 
of  instances  to  cover  remittances  from  this  coun- 
try, thus  saving  the  cost  of  bringing  the  gold  from 
London  to  New  York.  As  this  London  credit 
is  included  in  the  reserves  of  the  Federal  Reserve 
system  it  should  be  counted  as  an  offset  to  our 
exports,  and  reduces  the  net  exports  of  the  eleven 
months  to  about  $122,000,000. 

The  countries  receiving  the  largest  shares  of 
the  exports  and  the  approximate  amounts  going 
to  them  are  as  follows : 

Argentina   $44,000,000 

Uruguay    7,500,000 

Venezuela   11,000,000 

Spain    29,000.000 

China    64,000,000 

Japan    82.000,000 

British  India   30,000.000 

Dutch  East  Indies 7,000.000 

Exchange  rates  upon  all  of  the  above-named 
countries  are  close  to  the  gold  point  at  this  time, 
and  further  shipments  may  be  made. 

As  yet  the  United  States  has  received  but  lit- 
tle of  tlie  current  South  African  gold  production. 
It  is  understood  to  be  going  largely  from  Cape 
Town  to  India,  pursuant  to  sales  in  London. 

Silver  Market. 

The  announcement  by  the  Treasury  of  the  ar- 
rangement under  which  it  will  sell  silver  dollars 
from  the  general  fund  for  the  purpose  of  steady- 
ing exchange  rates  with  China  has  had  the  effect 


of  preventing  an  advance  in  silver  bullion  above 
the  previous  quotations.  Only  3,000,000  dollar 
pieces  were  released  during  December  under  the 
arrangement,  but  in  all  about  15,000,000  dollars 
were  shipped  to  China  during  the  month.  There 
is  no  obstacle  to  the  shipment  of  dollars  gatliered 
up  from  the  circulation  or  obtained  by  the  pres- 
entation of  silver  certificates  for  redemption,  and 
both  of  these  methods  of  obtaining  them  will  be 
pursued  as  long  as  the  coins  are  worth  a  premium 
for  exportation  as  bullion.  In  addition  to  the 
coin  shipments,  new  bnllion  has  been  going  for- 
ward as  obtainable  from  the  production  of  this 
country,  Canada  and  Mexico.  The  exjxjrts  of  sil- 
ver from  this  country  for  eleven  months  to  No- 
vember 30,  according  to  the  customs'  records, 
were  of  the  total  value  of  $208,426,2f)0,  and  im- 
ports were  $79,725,206.  The  consumption  of 
new  silver  in  the  arts  in  this  country  in  1919  is 
estimated  by  competent  authorities  at  about  2.S,- 
000,000  fine  ounces,  against  about  17,000,000  in 
1918. 

The  prospective  demand  for  silver  for  coinage 
purposes  outside  of  Asia  is  small.  The  United 
States  Treasury  will  meet  its  requirements  for  the 
subsidiary  coins  by  melting  dollars,  and  the 
European  countries  cannot  continue  coinage  on 
the  present  basis,  as  the  bullion  value  of  silver  is 
above  the  face  value  of  the  coins.  This  is  true 
of  Mexico  also.  There  is  general  discussion  of 
the  advisability  of  reducing  the  silver  conicnt  of 
the  coins  or  of  substituting  some  other  material, 
and  if  this  results  generally  the  present  high  prices 
may  do  harm  in  the  long  run  to  the  silver-pro- 
ducing industry.  Mr.  McFadden,  Congressman 
from  Pennsylvania,  has  introduced  one  bill  re- 
ducing the  fineness  of  our  subsidary  coins  from 
nine-tenths  to  eight-tenths,  and  another  propos- 
ing to  amend  the  Pittman  act  by  authorizing  the 
Secretary  of  the  Treasury  to  sell  all  of  the  silver 
dollars  in  the  Treasury  upon  tiie  retirement  of  the 
outstanding  certificates  and  to  repeal  the  provision 
requiring  the  Secretary  to  repurchase  silver  bul- 
lion at  $1.00  per  ounce  for  the  replacement  of  the 
dollar  pieces  disposed  of  under  the  Pittman  act. 

At  present  the  foreign  demand  for  silver  is 
nearly  all  for  China,  as  settlements  with  India 
of  late  have  been  largely  made  by  means  of  gold. 
From  April  1  to  August  31,  however,  tlie  imports 
of  silver  into  India  aggregated  98,302,459  ounces, 
which  compares  with  79,452.911  ounces  in  1918 
and  48,146,898  ounces  in  1917. 

The  price  of  silver  in  the  New  York  market 
in  the  last  week  of  December  was  around  $1.33 
per  ounce.  Reports  indicate  that  Mexico's  pro- 
duction in  1919  has  come  back  close  to  its  highest 
record,  and  that  world  production  will  not  be  far 
from  200,000,000  ounces.  The  wnrW's  record 
production  for  one  year  was  226,000,000  ounces 
in  1911. 
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Oold  Certificates  Legal  Tender. 

The  act  making  gold  certificates  legal  tender 
has  passed  both  liouses  of  Congress,  and  if  not 
signed  by  the  President  by  the  time  this  is  printed 
undoubtedly  will  have  his  approval.  There  never 
was  any  good  reason  why  gold  certificates  should 
not  be  a  legal  tender,  but  originally  they  were  in- 
tended merely  for  convenience  in  making  large 
cash  payments,  and  they  were  an  example  of  a 
currency  which  did  not  need  the  legal  tender  qual- 
ity to  give  it  circulation.  It  is  necessary,  however, 
that  legal  tender  money  shall  be  readily  available 
for  the  discharge  of  contracts,  and  it  is  wanted  in 
convenient  form.  The  United  States  notes  have 
been  the  only  form  of  legal  tender  paper  money 
outstanding,  and  the  banks  have  been  inclined  to 
hold  them  out  of  circulation  for  this  reason.  As 
they  exist  largely  in  bills  of  small  denominations 
this  has  had  the  effect  of  creating  a  stringency  in 
these  denominations.  With  gold  certificates  a 
legal  tender  the  banks  will  release  the  United 
States  notes  for  circulation,  and  the  larger  de- 
nominations of  the  latter  as  they  come  into  the 
Treasury  will  be  replaced  with  smaller  ones. 

Security  Market. 

During  December  the  bond  market  as  a 
whole  was  decidedly  weak  and  there  was  con- 
siderable pressure  from  time  to  time  due  to 
the  taking  of  income  tax  losses.  It  was  also 
reported  that  there  was  some  liquidation  from 
Europe  as  a  result  of  the  continued  decline  in 
foreign  exchange.  Traction  securities  have 
been  particularly  weak  and  Interborough  5s- 
and  Brooklyn  Rapid  Transit  7%  Notes,  which 
have  been  largely  cited  as  an  index  of  the 
New  York  market,  were  extremely  erratic 
with  quotations  ranging  from  43  to  60  for  the 
Interboroughs  and  34  to  53  for  the  B.  R.  T. 
Notes.  Foreign  government  bonds  have  been 
weak  with  Anglo  French  5s  selling  down  to 
95>2.  Railroad  bonds  reflected  the  uncertainty 
still  existing  in  the  status  of  the  roads  as  re- 
gards their  ownership.  Southern  Pacific  Con- 
vertible 5s  made  a  sensational  advance  follow- 
ing the  announcement  that  the  Department  of 
Justice  would  drop  the  California  oil  land  case. 
Toward  the  end  of  the  month  a  better  tone 
was  evidenced,  the  selling  pressure  having 
been  largely  withdrawn  and  an  investment  in- 
quiry arising  which  resuUed  in  advances  of 
from  1%  to  2%  in  the  higher  grade  railroad 
issues  and  from  2%  to  4%  in  the  speculative 
issues  as  compared  with  quotations  at  the 
opening  of  the  month.  A  wider  buying  among 
the  institutions  was  reported  and  investment 
dealers  as  a  class  were  displaying  more  opti- 
mism regarding  conditions  after  the  turn  of  the 
year. 

Oovemment  and  Liberty  Issues. 

Government  bonds  have  experienced  per- 
haps the  most  erratic  month  since  the  close 
of  the  Victory  Loan.     During  the  early  part 


of  the  month  there  was  considerable  liquida- 
tion of  Liberty  bonds,  which  was  attributed  to 
three  causes;  the  desire  of  holders  to  secure 
funds  for  business  purposes;  the  payment  of 
December  15  income  taxes,  and  the  taking  of 
losses  to  be  incorporated  in  income  tax  state- 
ments. Such  a  large  portion  of  the  liquidation 
was  attributed  to  the  latter  cause  that  it  was 
suggested  to  officials  of  the  Treasury  in  Wash- 
ington and  the  Federal  Reserve  Bank  in  New 
York  that  it  might  be  advisable  to  permit  owners 
of  Liberty  bonds  to  inventory  their  losses  without 
actually  consummating  sales.  An  item  finally  ap- 
peared in  one  of  the  New  York  dailies  that  a  bill 
would  be  introduced  in  Congress  to  obviate  the 
necessity  of  such  sales  and  as  a  result  prices  ad- 
vanced materially,  the  Fourth  4>4s  selling  as  high 
as  94.20  as  compared  with  low  levels  of  the 
preceding  week,  91.40  .  The  report  of  the  Hon- 
orable Secretary  of  the  Treasury,  which  ap- 
peared early  in  the  month,  stated  that  the 
Government  had  retired  in  the  last  eighteen 
months  $1,043,308,000  of  Liberty  issues. 

The  market  received  another  setback  about  the 
middle  of  the  month  when  the  Federal  Reserve 
Bank  of  New  York  decided  to  raise  the  rates 
at  which  fifteen  day  advances  were  made  to  mem- 
ber banks  on  notes  secured  by  Certificates  of  In- 
debtedness, Liberty  Bonds  and  Victory  Notes.  In 
the  case  of  the  Certificates  the  rate  was  increased 
from  4%%  to  4>^%  and  in  the  case  of  Liberty 
Bonds  and  Victory  Notes  from  4>^%  to  4f^%. 
To  this  ruling  was  attributed  considerable  liquida- 
tion, the  longer  term  Liberties  declining  >4%. 
During  the  closing  week  of  the  month  the  Liberty 
market  was  active  but  prices  remained  at  low 
levels.  Investment  houses  specializing  in  Liberty 
issues  report  a  broader  interest  among  investors 
and  institutions  which  are  taking  advantage  of 
the  return  of  over  5%  which  can  be  obtained  at 
present  prices. 

The  Municipal  Market. 

The  municipal  market  was  inactive  throughout 
the  month  with  prices  recording  narrow  fluctua- 
tions. In  certain  of  the  active  issues,  noticeably 
New  York  City  bonds,  declines  occurred  and 
these  were  attributed  largely  to  the  taking  of  losses 
for  income  tax  purposes.  There  were  fewer  new 
issues  of  municipals  during  December  than  in  any 
month  of  the  past  year,  some  of  the  larger  offer- 
ings being  $704,000  Albany,  New  York  4J/$s 
which  were  offered  on  a  4^%  basis  and  $540,000 
Dayton,  Ohio.  5%  Bonds  on  a  4.70%  basis. 

The  break  in  Canadian  exchange  rates  resulted 
in  several  offerings  of  Canadian  municipals  and 
investors  in  this  country  took  advantage  of  some 
very  attractive  yields.  Two  issues  which  were  of 
particular  interest  were  $2,632,000  Toronto.  On- 
tario. 5J4%  Bonds  on  a  6Vi%  basis  and  $3,000,- 
000  Province  of  Ontario  5>^%  Bonds  on  a  6.30% 
basis. 

The  question  of  federal  taxation  of  income  de- 
rived from  municipal  bonds  was  revived  by  the 


recommendation  of  the  Honorable  Secretary  of 
the  1  rca:>ury  in  his  annual  re|>ort.  It  has  been 
sugge:>tcd  tliat  provision  be  made  for  the  collec- 
tion of  taxes  at  the  rate  of  surtax  applicable  to 
a  tax|)ayer's  total  income  including  that  part  of 
the  income  which  is  derived  from  State  or  munici- 
paJ  bonds.  This  rate,  however,  is  to  apply  only 
against  that  part  of  the  income  that  is  taxable. 
It  is  generally  held  that  this  method  of  indirect 
taxation  of  municijials  is  unconstitutional  and  in 
effect  such  a  provision  would  be  extremely  detri- 
mental to  taxable  securities  as  it  would  obviously 
result  in  those  receiving  large  incomes  disjKtsing 
of  their  taxable  securities  and  holding  only  tax 
exempt  issues. 

Corporate  Issues. 

New  offerings  of  corporate  issues  were  in  re- 
stricted amounts  throughout  the  month,  and  fol- 
lowing the  prevailing  tendency  during  the  year 
preferred  stocks  of  industrial  companies  predomi- 
nated. A  total  of  the  larger  issues  offered  for 
general  distribution  shows  an  aggregate  of  $50,- 
000,000  preferred  stocks  as  compared  with  $42,- 
000.000  fixed  maturity  obligations.  Among  the 
larger  public  utility  issues  were  $10,000,000  To- 
ledo Traction.  Light  and  Power  7%  Bonds  due 
1921  to  yield  over  7>4%;  $10,000,000  Cities 
Service  Company  7%  Debentures  due  1966  to 
yield  7%;  $4,000,000  American  Gas  &  Electric 
6%  Notes  due  1920-1924  to  yield  7%  to  7.10^0 
and  $4,000,000  Penn  Public  Service  Corp.  dfo 
Bonds  due  1929  to  yield  6>S%.  The  larger  pre- 
ferred stock  issues  were  $10,000,000  Famous 
Plavers-L.isky  Corp.  8%  Preferred  at  par;  $7,- 
000.000  Standard  Oil  Company  of  Ohio  7%  Pre- 
ferred to  yield  6.40%.  and  $6,000,000  Hydraulic 
Steel  Company  7%  Preferred  at  par. 

Investment  houses  engaged  in  the  distribution 
of  issues  of  this  character  report  a  slowing  up  in 
the  demand  for  new  issues,  but  they  are  obtain- 
ing a  broad  distribution  and  are  addinjj  to  their 
books  a  great  many  new  customers,  which  would 
seem  to  indicate  a  conversion  of  many  Liberty 
bond  subscribers  into  the  permanent  investment 
class. 

The  combined  average  of  forty  active  corporate 
issues  as  compiled  bv  the  Wall  Street  Journal  on 
December  24  was  78.66  compared  with  80..^0  on 
November  24  and  86.86  on  December  24,  1918. 

Railroad  Legislation. 

On  Christmas  Day  the  President  of  the  United 
States  published  a  Proclamation  announcing  that 
the  railroads  would  be  restored  to  their  owners 
on  March  1st  next.  Tliis  makes  it  imperative 
that  remedial  legislation  be  enacted  within  the 
next  sixtv  days.  A  review  of  the  Senate  and 
House  Bills,  from  which  the  final  law  must  be 
derived,  is.  therefore,  timely. 

On  Decemher  20ih  the  Cummins  Bill,  amend- 
ing the  existing  Commerce  Act.  passed  the  Senate 
by  a  vote  of  46  to  30.     The  division  was  not 


strictly  along  party  lines  since  13  Democrats  sup- 
ported the  Bill  and  8  Republicans  voted  against  it. 
The  House  of  Kcprcseniaiives  passed  the  Esch 
Bill  on  November  17th.  Both  Bills  are  now  re- 
ferred to  the  Conference,  and  since  they  differ 
radically  on  many  fundamental  points,  it  is  ex- 
pected that  the  Conferees  will  not  be  able  to  agree 
on  a  bUl  acceptable  to  both  Houses  for  some 
weeks. 

Both  Senate  and  House  are  ovenvhelmingly  in 
favor  of  a  prompt  return  to  private  man.igement 
and  are  against  continued  Federal  control  and 
Govenmient  ownership.  Both  Bills  recognize 
that  revenues  from  existing  rates  will  be  insuffi- 
cient to  avert  bankruptcy  for  a  very  large  num- 
ber of  railroads  and  hence  provides  for  a  con- 
tinuation of  the  Federal  guarantee.  Both  provide 
for  exclusive  Federal  regulation  of  capital  issues 
and  expenditures,  as  well  as  Federal  regulation  of 
intra-state  rates  where  interstate  commerce  is  af- 
fected ;  and  both  provide  for  the  continuance  of 
the  present  rate  levels  established  by  the  United 
States  Railroad  Administration  until  such  rates 
are  changed  by  Federal  authority. 

The  House  Bill  establishes  a  revolving  fund  of 
$250,000,000  for  the  financial  assistance  of  the 
railroads  during  the  first  two  years  after  Federal 
control,  but  to  secure  such  advances  a  railroad 
must  proffer  security  in  the  nature  of  receiver's 
certificates;  that  is,  having  a  paramount  lien.  Just 
how  a  railroad  not  in  the  hands  of  a  receiver  can 
offer  such  collateral  is  by  no  means  clear.  The 
Cummins  Bill  provides  for  a  revolving  fund  of 
$500,000,000  which  may  be  loaned  to  the  rail- 
roads under  terms  and  conditions  approved  by  the 
Federal  Transportation  Board  and  the  Secretary 
of  the  Treasury. 

The  provisions  of  the  Esch  Bill,  as  amended, 
with  respect  to  the  funding  of  amounts  charged 
by  the  Railroad  Administration  to  the  companies 
for  additions  and  betterments  made  during  the 
period  of  Fe<lcral  control,  are,  as  we  pointed  out 
in  the  December  issue  of  this  Letter,  a  serious 
menace  to  the  credit  of  all  but  the  richest  com- 
panies. Here  again,  the  Cummins  Bill  is  the  more 
just  to  the  railroads  since  it  provides  that  the 
m.iximum  amount  which  the  Government  may 
deduct  shall  not  exceed  $22.^823.000.  leaving  a 
balance  to  be  funded  and  carried  by  the  Govern- 
ment for  a  period  of  ten  years  of  $551,728,000. 
This  figure  presupposes  the  funding  through  the 
medium  of  car  trust  certificates  of  the  indebted- 
ness of  the  carriers  incurred  for  equipment  or- 
dered by  the  Railroad  Administration. 

The  House  Bill  imposes  upon  the  alre.idy  over- 
burdened Commerce  Commission  the  perfonnance 
of  many  new  duties  and  the  administration  of 
many  new  regulations,  to  meet  which  its  member- 
ship is  to  be  enlarged  from  nine  to  eleven.  The 
policy  of  the  Cummins  Bill  recognizes  the  fact 
that  the  Commission  has  been  required  to  act  in 
both  administrative  and  judicial  cap.acities.  and 
for  that  reason  takes  away  much  of  the  adminis- 
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trative  work  and  places  it  upon  a  new  body  to 
be  known  as  the  Federal  Transportation  Board, 
consisting  of  live  members,  to  be  appointed  by  the 
President  with  the  consent  of  the  Senate. 

Under  the  Senate  Bill  the  railroads  are  per- 
mitted to  consolidate  during  the  next  seven  years; 
thereafter  the  Federal  Transportaiion  Board  is 
required  to  carry  the  process  further  in  order  that 
all  the  railroads  of  the  country  shall  be  grouped 
into  conii>etitive  systems  of  not  less  than  20  and 
not  more  than  35.  1  here  is  no  compulsory  fea- 
ture in  the  House  Bill. 

Labor  Provisions. 

The  divergence  between  the  two  Bills  is  very 
sharp  in  the  matter  of  labor  provisions.  The 
Cummins  Bill,  recognizing  the  danger  to  the  en- 
tire country  resulting  from  a  suspension  of  trans- 
portation, provides  a  means  for  permitting  just 
settlements  of  labor  disputes  through  tribunals 
created  by  the  Bill,  and  strikes  are  declared  to  be 
unlawful.  The  House  Bill  also  originally  ])ro- 
vided  elaborate  machinery  for  dealing  with  labor 
disputes  but  no  means  were  provided  for  enforc- 
ing decisions.  The  Bill  was  amended  through  the 
influence  of  the  Brotherhoods  and  now  does  not 
prohibit  or  in  any  wise  discourage  strikes. 

The  Esch  bill  also  confirms  decisions  rendered 
by  the  Railroad  Administration  in  the  matter  of 
wages,  hours  of  ser\'ice  and  conditions  of  em- 
ployment, until  sujierseded  by  mutual  agreement 
between  the  carriers  and  the  em])loyees.  Refer- 
ring to  this.  Judge  Lovett,  chairman  of  the  Union 
Pacific  System,  says : 

"But  the  most  remarkab'e  provision  is  that  the  Art 
as  thus  amended  makes  every  decision  of  the  United 
States   Railroad  Administration  or  of  the  Commission 
of  Eight  permanent,   for  ii  says  all  such  decisions 
'affecting  questions  of  wa):es,  hours  of  service  or 
conditions  of  employment  are  hereby  confirmed  and 
shall  apply  lo  ail  carrier  lines  subject  to  this  Act. 
Decisions  which  have  been  rendered  by  the  United 
Stales  Railroad  Administration  and  which  apply  to 
the  individual  carriers  subject  to  the  provisions  of 
this  Act  shall  remain  in  effect  until  superseded  by 
mutual  agreement  between  the  carrier  and  the  em- 
ployes or  by  decision' 
of  one  of  the  Adjustment  Boards  created  by  the  Act 
Of   course   this   provision    means   that    no   chanjre   can 
ever  be  tnade  except   in  the   way  of   further  wage  in- 
creases, since  the  requisite  'mutual  consent'  to  a  reduc- 
tion or  mndihcation   will   not   be  given  by  the   Unions, 
and  will  not  be  'superseded'  by  the  Adjustment  Boards, 
since  under  the  act  the  Unions  have  one-half  the  mem- 
bership of  each  Board." 

The  Honorable  \V.  G.  McAdoo  as  Director 
General  of  Railroads,  in  his  preamble  to  General 
Order  No.  27.  issued  May  25th.  1918,  says:  "It 
is  an  inspiring  task — this  task  of  putting  upon  a 
more  just  and  equitable  basis  the  wages  and  work- 
ing conditions  of  loyal  workers  in  the  railroad 
service — ."  Notwithstanding  the  clear  intention 
here  expressed,  the  original  Order,  with  its  vari- 
ous Supplements.  Addenda.  Amendments  and  In- 
terpretations, materially  rhantjed  the  relative  rec- 
ognition of  services  rendered  and  so  threw  out 


of  balance  a  system  which  was  the  outgrowrth  of 
years  of  experience. 

The  classilication  of  an  employe  determines 
his  compensation  and  if  several  different  duties 
are  assigned  to  one  man  the  classification  re- 
ceiving the  highest  rate  of  pay  prevails  inde- 
pendent of  the  relative  amount  of  work  per- 
formed. An  ordinary  workman  whose  duties 
in  the  past  included  the  making  of  even  the 
most  minor  repairs  may  become  classified  as 
a  machinist  or  carpenter,  in  which  event  he  is 
paid  the  same  rate  as  men  long  skilled  in  the 
trade.  At  the  same  time  General  Order  No. 
27  excludes  from  its  application  all  employes 
receiving  on  December  1st,  1915,  $250  a  month 
or  over,  so  that  today  there  are  innumerable 
instances  of  men  receiving  pay  in  excess  of 
their  own  foremen. 

The  wage  orders  affecting  locomotive  en- 
gineers, while  graduating  pay  according  to 
hours  of  service,  length  of  runs  and  class  ot 
trains,  again  do  not  permit  proper  recognition 
of  individual  merit  or  efficiency.  A  certain 
railroad  under  Federal  control  which  is  oper- 
ated by  electricity  and  whose  passenger  service 
is  of  the  usual  interurban  type,  is  required  to 
pay  its  motormen  the  stipulated  rates  for 
steam  locomotive  engineers  notwithstanding 
that  a  month's  apprenticeship  is  all  that  is 
needed  to  qualify  a  motorman. 

Should  the  lisch  Bill,  as  passed  by  the 
House,  perpetuate  these  and  all  of  the  other 
inequalities  which  exist,  there  would  cease  to 
be  incentive  to  become  expert  in  the  various 
branches  of  the  railroad  profession,  and  the 
inability  of  the  management  to  recognize  merit 
and  proficiency  by  financial  reward  without 
promotion  would  equally  adversely  affect  the 
efficiency  and  economies  of  operation. 

The  original  General  Order  No.  27  says: 
"The  principle  of  the  basic  eight-hour  day  is 
hereby  recognized."  With  this  we  have  no 
quarrel.  It  is  decidedly  unsound,  however,  to 
include  as  part  of  the  basic  eight  hours  a  sub- 
stantial amount  of  unproductive  time  hereto- 
fore not  recognized.  Illustrative  of  the  effect 
of  this  and  also  of  theoretical  classification  is 
the  case  of  an  agent  in  a  small  isolated  station 
having  minor  duties  extending  from  7  A.  M. 
until  9  P.  M.,  who,  the  wage  orders  say,  shall 
receive  $222.96  per  month,  an  increase  ot 
$187.96  over  the  $35  per  month  paid  him  Janu- 
ary 1,  1918.  This  is  brought  about  by  his  use 
at  times  of  the  railroad  telephone  changing 
his  classification  to  telephone  operator,  and 
by  crediting  him  with  14  hours  of  continuous 
service  less  the  one  hour  allowance  for  lunch. 
The  i3  hours  thus  arrived  at  become  ISyi 
hours  by  the  application  of  time  and  a  half  for 
overtime.  The  unfairness  of  this  is  emphasized 
by  the  pay  provided  for  the  agent  at  a  nearby 
station  where  eight-hour  shifts  are  in  force. 
This  man  is  entitled  to  only  $115.20  per  month 
although  he  has  continuous  duties  of  a  respon- 
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sible  nature,  while  the  agent  at  the  small  sta- 
tion has  duties  of  minor  importance  occupying 
a  total  of  not  over  four  hours  a  day  of  actual 
service. 

The  wage  orders  and  working  rules  which 
have  brought  at>out  such  inequalities  and  ab- 
normal conditions  were  formulated  under  the 
pressure  of  war.  It  is  inconceivable  that  Con- 
gress in  the  eventual  enactment  of  railroad  leg- 
islation will  permit  itself  to  be  influenced  by 
labor  interests  to  the  extent  of  perpetuating  as 
law  a  series  of  practices  which  by  their  con- 
tinued operation  would  place  a  further  burden 
upon  industry  and  commerce.  It  would  be 
fatal  to  discourage  individual  effort  and  ambi- 
tion in  the  rank  and  file  of  railroad  employes 
or  to  prohibit  or  interfere  with  the  free  judg- 
ment of  officials  in  recognizing  achievement 
and  rewarding  accomplishment.  Labor  is  slow 
to  realize  that  the  fostering  of  an  increase  in 
individual  production  is  for  its  own  good.  It  is 
only  by  this,  resulting  in  increased  production 
in  every  line  of  endeavor,  that  the  high  cost 
of  living  can  be  permanently  reduced  and  the 
many  benefits  so  far  gained  by  labor  be  per- 
manently retained. 

The  Rules  for  Rate  Making. 

In  the  rules  for  rate  making  the  two  Bills  are 
also  diametrically  opposed,  that  of  the  lower 
House  merely  restating  the  existing  law  that  "rates 
shall  be  just  and  reasonable."  The  Cummins  Bill 
requires  that  the  Commission  must  provide  rates 
(a)  that  at  all  times  shall  be  just  and  reasonable 
and  sufficient  to  produce  a  reasonable  return  upon 
the  aggregate  value  of  the  property  in  each  rate 
group;  (b)  that  the  railways  as  a  whole  in  each 
district  shall  earn  a  net  operating  income  equal, 
as  nearly  as  may  be,  to  5^2%  upon  the  aggregate 
value  of  their  property,  with  the  provision  that 
the  Commission,  in  its  discretion,  may  allow  J4 
of  1%  additional  to  make  provision  for  non-pro- 
ductive improvement,  etc.,  and  (c)  that  consider- 
ation must  be  taken  of  the  interest  of  the  public, 
the  shipper,  wages  of  labor,  cost  of  maintenance 
and  operation,  including  the  requirements  for  ad- 
ditional capital  in  order  to  enable  the  carriers  to 
adequately  perform  their  duties  to  the  public,  and 
the  conditions  under  which  the  same  can  be  se- 
cured. The  Syj%  basis  is  subject  to  review  and 
change  in  1925  and  every  fifth  year  thereafter. 

Such  carriers  which  earn  an  income  in  excess 
of  6%  are  restricted  in  their  enjoyment  of  such 
earnings,  and  for  this  reason  some  of  the  leading 
railroad  presidents  have  expressed  themselves  as 
being  fearful  lest  this  limitation  on  earnings  chill 
the  spirit  of  enterprise  and  destroy  the  incentive 
for  efficient  manngcment.  The  Cummins  rule  for 
rate  making  has  also  been  criticized  as  establish- 
ing a  rate  of  return  which,  in  the  present  high 
money  market,  is  too  low  to  enable  the  carriers 
to  proaire  those  immense  voluntary  contributions 
of  new  capital  which  are  so  tireently  needed.  The 
chiefs  of  the  Railway  Brotherhoods,  on  the  other 


hand,  point  to  the  fact  that  the  Government  is 
paying  only  4)4%  and  4^%  to  the  holders  of 
Liberty  bonds  and  that  it  is  a  piece  of  unjustifi- 
able generosity  to  guaranty  railway  security  hold- 
ers Sy2%  or  6%.  Of  course,  no  real  analogy  ex- 
ists. The  Cummins  Bill  would  establish  rates  for 
each  traffic  section  of  the  country  sufficient  to 
show  a  return  on  the  aggregate  value  of  the  trans- 
portation property,  not  on  the  outstanding  secur- 
ities, and  each  railroad  would  still  be  subject  to 
all  the  hazards  of  competition. 

Attitude  of  Investors. 

"Any  legislation,"  writes  Senator  Cummins, 
"which  may  be  proposed  upon  the  hypothesis  of 
private  ownership  and  operation  must  tender  to 
the  future  investor  reasonable  security  for  the 
investment  he  is  asked  to  make  and  reasonable  as- 
surance of  .such  yearly  return  upon  his  money  as 
will  induce  him  to  enter  the  field.  The  better  the 
security  and  the  more  certain  the  return,  the  less 
will  be  the  rate  required  to  attract  investment." 
Unless  the  Conference  in  Washington  can  produce 
a  Bill  which  will  remove  the  distrust  which  the 
investor  now  feels  towards  railroad  securities. 
Government  ownership  is  sooner  or  later  inevit- 
able An  interesting  example  of  the  investor's 
distrust  has  recently  been  brought  to  our  atten- 
tion. A  certain  western  railroad,  reorganized  ten 
years  ago,  has  spent  since  that  time  $22,500,000  in 
improvements  to  its  property,  or  $16,000  a  mile. 
The  value  which  the  public  has  placed  on  the 
bonds  of  this  company,  measured  by  current  quo- 
tations, is  less  than  $14,000  a  mile.  The  property 
could  be  scrapped  and  sold  for  more  'ban  that. 
Principally  owing  to  the  uncertainty  as  to  the 
termination  of  Federal  control,  railroad  bond 
prices  receded  during  December  in  many  cases  to 
the  lowest  prices  ever  recorded,  and  some  of  the 
bonds  of  well  known  trunk  lines  could  be  ac- 
quired on  a  basis  in  excess  of  12%. 

Objections  to  Qovemment  Ownership  of 
Railroads. 

Since  there  is  unquestionably  a  strong  senti- 
ment in  the  country  against  it.  Government  owner- 
ship of  railroads  will  come  only  through  the  fail- 
ure of  Congress  and  the  regulatory  authorities  to 
make  provision  for  attracting  capital.  The  ob- 
jections to  Government  ownership  were  admirably 
summarized  as  long  ago  as  1886  by  President  Had- 
ley  in  a  report  to  the  Italian  Government.  It  is 
perhaps  well  at  this  time  to  restate  this  summary : 

1.  Most  of  the  pleas  for  state  m.nnajrement  are 
based  upon  the  idea  that  tlie  state  would  perform 
many  services  much  cheaper  than  they  are  per- 
formed by  private  companies.  This  is  a  mistake. 
The  tendency  is  decidedly  the  other  way.  The 
state  is  much  more  likely  to  tax  industry  tlian  to 
foster  it. 

2.  State  management  is  more  costly  than  priv- 
ate management. 
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3.  The  political  dangers  would  be  very  great. 
Politics  would  corrupt  the  railroad  management 
and  the  railroad  management  would  corrupt  poli- 
tics. 

The  experience  of  the  world  since  these  words 
were  written  has  fully  confirmed  their  cogency. 
In  no  other  country  are  railroads  of  the  command- 
ing importance  they  are  in  the  United  States. 
Under  private  ownership  they  have  been,  by  and 
large,  good  and  faithful  servants  of  the  people. 
To  transfer  them  to  the  Government  is  to  trans- 
fer them  to  an  agent  who.  judging  by  the  unchang- 
ing conduct  of  human  nature,  is  not  competent  to 
assume  such  administrative  duties. 

But  apart  from  these  objections  there  is  still 
another  which  is  of  transcending  importance.  This 
is  the  cost  of  acquiring  the  railways  of  the  coun- 
try which  are  capitalized  at  about  twenty  billion 
dollars.  Doubtless,  it  was  with  this  thought  in 
mind  that  the  Valuation  Committee  of  the  Na- 
tional Association  of  Railway  &  Utility  Commis- 
sioners wrote  in  their  1919  report.  "All  advocates 
of  the  Plumb  Plan  or  any  other  form  of  Govern- 
ment ownership  recognize  that  the  value  of  the 
properties  must  be  ascertained  and  a  large  number 
of  people  will  reserve  judgment  as  to  the  wisdom 
of  Government  ownership  until  something  is 
known  relative  to  the  amount  of  money  which  it 
will  take  to  purchase  the  properties." 

What  Are  the  Railroads  Worth? 

The  Supreme  Court  has  held  that  it  is  the  prop- 
erty, and  not  the  original  cost  of  it,  of  which  the 
owner  may  not  be  deprived  without  due  process  - 
of  law.  The  Interstate  Commerce  Commission 
through  its  Bureau  of  Valuation  is  now  engaged 
in  the  effort  to  find  out  the  present  value  of  the 
railway  properties,  and  some  $60,000,000  have 
been  spent  by  the  railroads  and  the  Bureau  to 
date.  Fifty-three  tentative  valuations  have  been 
served  but  there  has  not  been  fixed  a  single  sum 
as  the  final  value  of  any  carrier  company.  The 
tentative  valuations  are  merely  inventories  or 
reports  made  by  the  engineering,  land  and  account- 
ing sections  of  the  Commission  of  things  that  are 
to  be  taken  into  consideration  in  determining 
value.  Elements  of  value  which  have  not  been 
reported  include  cash  on  hand,  securities  owned, 
materials  and  supplies,  lands  owned  but  not  at 
present  used  for  carrier  purposes,  and  "going 
concern"  value.  Bearing  in  mind  that  the  tenta- 
tive valuations  omit  these  and  other  elements,  nev- 
ertheless they  disclose  the  fact  that  of  the  25.700 
miles  of  road  tentatively  valued,  19..'i00  miles,  or 
75%  show  a  cost  of  reproduction  new  substanti- 
ally in  excess  of  the  investment  account  as  stated 
by  the  carrier.  It  should  be  remembered  that  the 
investment  account  is  almost  always  a  larger  fig- 
ure than  the  out<;tanding  capitalization. 

In  respect  to  fiOOO  miles  of  road,  or  25%  of  the 
mileage  tentatively  valued,  the  cost  of  reproduction 
new  is  reported  to  be  less  than  that  of  the  cost 
as  carried  on  the  books  of  the  carriers. 


Even  here  the  over-capitalization  is  much  less 
than  it  appears.  For  example,  the  Atlanta,  Bir- 
mingham &  Atlantic  and  the  Western  Pacific  have 
both  been  reorganized  recently,  and  yet  the  prop- 
erty investment  accounts  with  which  the  costs  of 
reproduction  now  are  contrasted,  are  those  of  the 
predecessor  companies.  Both  were  materially  re- 
duced by  the  reorganization.  The  Atlanta,  Bir- 
mingham &  Atlantic  reports  that  it  cost,  in  actual 
cash  $43,500,000,  to  construct  and  equip  its  prop- 
erties and  that  its  reorganized  capitalization  is 
$39,290,000.  The  reorganization  of  the  Western 
Pacific  cut  $50,000,000  from  its  investment  ac- 
count, and  recently  it  has  been  announced  that 
the  Bureau  of  Valuation  had  made  substantial 
additions  to  the  cost  of  reproduction  as  first  re- 
ported, as  a  result  of  which  the  securities  of  this 
company  in  par  value  about  equal  the  tentative 
valuation. 

All  the  evidence  so  far  accumulated  by  the 
Interstate  Commerce  Commission  refutes  Mr. 
Plumb's  unwarranted  assumption  that  the  rail- 
roads could  be  taken  over  by  the  Government  at  a 
cost  of  ten  or  twelve  billion  dollars.  We  are  sat- 
isfied that  if  the  Government  should  acquire  the 
railroads  by  condemnation  proceedings  following 
a  judicial  determination  of  their  value,  the  pur- 
chase price  would  be  nearer  twenty  billion  of 
dollars.  The  financing  of  a  purchase  of  such 
magnittide  would  present  a  problem  of  the  great- 
est difficulty. 

Rntlrnad  Salaries. 


Congressman  Sims,  of  the  House  Committee  on 
Inter- State  Commerce,  has  published  a  list  of  rail- 
road salaries  of  $20,000  a  year  or  more  in  1917, 
at  the  time  the  roads  were  taken  over  by  the  Gov- 
ernment. The  list  shows  that  200  out  of  20.000 
general  and  divisional  officers  received  salaries  of 
$20.0C0  or  more  and  that  the  aggregate  paid  to 
those  200  was  $6,644,000,  and  that  the  aggregate 
salaries  of  those  receiving  $50,000  or  more  per 
annum  was  about  $1,900,000. 

No  doubt  there  are  many  people  who  think 
that  these  salaries  represent  mere  favoritism,  and 
that  no  man  can  have  so  much  more  ability  than 
the  average  man  as  to  make  him  fairly  worth  so 
much  more  than  the  average  rate  of  pay.  It  may 
be  assumed  that  if  Government  ownership  was 
made  permanent  no  such  salaries  would  be  paid 
by  the  railroads,  and  that  the  men  able  to  com- 
mand such  pay  would  be  allowed  to  seek  other 
lines  of  business. 

It  is  possibly  tnie  that  there  are  many  men  in 
the  country  with  as  good  native  ability  as  these 
railroad  exeaitives.  and  who  with  the  same  ex- 
perience would  make  equally  capable  officials,  but 
not  having  had  the  necessary  training,  or  nroved 
their  capacity,  they  are  not  on  the  list  of  elisribles 
when  a  railroad  president  is  to  be  selected.  A 
Board  of  Directors  which  is  about  to  select  a  man 
for  a  responsible  position,  where  large  sums  of 
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money  are  to  be  disbursed,  and  where  his  de- 
ci»iuii»  niay  ntake  or  aave  suni^  vaMly  in  excess 
of  his  salary,  naiurally  will  \tiiy  niurc  for  a  man 
of  proven  qualihcuiiuns  tlian  fur  one  of  whom  lit- 
tle is  known.  There  is  no  sensible  individual  who 
will  not  do  the  same  in  his  private  business.  The 
high  pay  is  based  u[)on  a  record  which  affords 
proof  of  caiacity.  It  is  insurance  a^insi  the 
wastes  of  incomiwtency.  It  is  the  coni|>etitivc 
market  price  for  demonstrated  worth,  and  the  re- 
ward for  a  successful  career.  The  Railway 
Age  calls  attention  to  the  fact  that  these  officials 
arc  usually  men  who  have  spent  many  years  in 
the  railroad  service,  rising  by  promotion  through 
many  grades,  and  thus  becoming  fitted  for  the 
positions  of  executive  supervision  and  responsi- 
bility. These  are  the  prizes  of  the  railroad  world, 
tending  to  hold  young  men  of  ambition  and  ability 
in  the  profession  as  against  the  opportunities 
which  exist  in  other  lines  of  eflfort.  The  if'.ea 
of  limiting  pay  in  the  railroad  service  is  a  part 


of  the  general  theory  which  lays  emphasis  upon 
regulaiiuii,  rcMnciiun  and  limitation  uf  etfort  and 
leveling  down  of  achicvenicnis,  instead  of  u]K)n 
stimulating  etfort  and  achievements. 

If  the  salaries  of  the  200  who  received  $20,000 
or  more  had  been  unifonnly  $20,000  the  total  of 
payments  would  have  been  $l,000.tT00.  The  ex- 
cess over  this  was  $2,644,000,  which  figures  in 
total  exiKrnditures  that  year  of  about  $2,828,000,- 
000.  The  average  number  of  all  employes  in  that 
year  was  1.732,703.  and  if  this  excess  had  been 
divided  among  them  eqn.illy  the  amount  to  each 
would  have  been  about  $1.50. 

Short  Credits  to  Farmers. 


At  a  meeting  of  the  lio.nrd  of  Directors  of  the 
Farmers'  Fund,  Inc..  of  New  York  State  last 
month,  a  report  was  submitted  by  the  President 
upon  its  operations  during  the  past  .summer.  The 
"Farmers'  Fund,  Inc.,"  received  its  charter  from 


STATEMENT  OF  RESOURCES  AND  LIABILITIES  OF  EACH  OF  THE  TWELVE  FEDERAL 
RESERVE  BANKS  AT  THE  CLOSE  OF  BUSINESS  DECEMBER  26,  1919. 

(In  Thousands  of  Dollars) 


Federal  Reserve  Bank  ot 

KK.K«>l'KCK.M 
Oold  coin  and  rertificatea 
Gold S<-ttlement  Fund  F.R. 

BoarH 

Oold  witb  foreitm  leencies 

Boston 

7.844 

36  211 
9805 

N.Y. 

147,197 

41.560 
49.296 

Phila. 

1.182 

28  344 
10.7)6 

Clev'd 

10.220 

33  966 
11.014 

Ricb'd 

2.402 

25.152 
6.582 

AtlanU 

8J50 

25  734 
_4.IB5 

38.919" 

64.734 
70S3 

Cbicaeo 

24.060 

68  856 
15  984 

108  900 

245  883 
17372 

St.  Louis 

2.738 

13  374 
6.313 

Mnpl-s 

8.261 

1338 
3627 

13.226 

35  570 
_2377 

51.173 
72 

Kas.City 

168 

27  192 
6  447 

33.807 

39.858 
iJim 

Dallas 

6.617 

14  772 
3.492 

24.881 

27  878 
3  422 

56.181 
1.166 

S.Fr'sco 

10.406 

36  2JI6 
6  179 

52.871 

130.447 
8301 

Total 

229.445 

3S2.7R5 
134.320 

Tola!  sold  held  by  banks 
Gold  with  Federal  Reserve 

53.860 

73.782 
25  223 

238.053 

307  305 
25.000 

40.272 

82491 
IS  578 

55.200 

125048 
1.U03 

181.253 
533 

34.136 

41.036 
6  371 

81.543 

22.425 

65  920 
5922 

716.550 
1240  032 

Oold  Redemption  Fund... 

121.850 

Toul  Bold  reserves. . 

Leral  tender  notes.  Silver, 

etc 

152.865 
3238 

SiO.438 
45.602 

138.341 
539 

110.706 
970 

372  J55 
1.829 

94.267 
2240 

77,688 

_S43 

78.031 

36  897 
50.536 

19  981 

107.114 
8.867 

15.249 

191,622 
384 

2.078.432 
57.104 

Total  Reserves 

Bills  discid :  Sec  by  OovL 

war  obtisations  a' 

All  other 

156.103 

138  206 
5(>630 

16.506 

616.0.0 

584  588 

203.606 

191312 

138.880 

178.648 
29,)92 

4698 

181.786 

120.536 
47.0.1 

56.923 

224.500 

833 

10 

24.817 

81.731 

87  901 
20.760 

16.031 

111.676 

61379 
28.843 

16  231 

374.184 

146  840 

128  4.9 

108J52 

383.621 
4.476 

39.754 

96.507 

44.142 

34.093 

36936 

115.171 
1.153 

17  216 

51.245 

22  46? 

47.592 

It.401 

84.458 
116 

8480 

57347 

42.634 
11.427 

7.734 

61.795 
3.966 

9.090 

74  851 
399 

62.236 

560 
_261 

19S» 

192.006 

46.128 
26.065 

96107 

2.135  536 

1  510.364 
681514 

Bills  booKht  in  open  msr- 
ketib' 

585.212 

Total  bills  on  band.. 

U.  S.  Govemm't  Roods 

U.  S.  Vi.toryNot^s 

V.  S  renific:iles  uf  indebt- 
edness  

211.342 
539 

21.661 

979  506 

1«7 

SO 

67447 

212  838 
1J8S 

JO  529 

244.752 
500 

86.294 

1.475 
1.061 

472562 

124.692 
1,235 

138.187 
519 

90.283 

443 
1506 

106.453 

375 

4 

15.666 

122.498 
515 

50  072 

79S 
141 

168300 
2.632 

11  418 

2.780  090 

26.834 

<>4 

273.507 

TeUI  Earning  Assets 

233^12 
1,091 

81682 

1.072 
28U 

473  770 

1.0t8.1t0 
3.994 

235  089 

2  919 
IjOu 

250  160 
895 

91.234 

1.146 
34( 

427  851 
2.936 

139  834 

2. 116 
1.78S 

133.540 
691 

70.6(9 

647 
316 

93.054 
6U0 

29.285 

428 
157 

131.530 
4«2 

90.664 

958 

4'<1 

I8237U 
400 

47.758 

665 
421 

3.080.495 
U.0U2 

Uncolleutrd  Items   deduct 
from  cross  depoaital 

tl  rvdemplion  f  und  asainsi 
F.R  bank  notea  

All  other  resources 

1.075.100 

13^37 
8062 

TOTAL  RESOURCES 

IJ07,518 

S2S36S 

9  482 

6.860 
6.746 

127.627 
70.420 

6.147 

312  669 

285.700 

948.706 

302370 

171.769 

302.126 

423.623        6.325.432 

I.IABII.1TIB8 

Cspllal  Paid  in 

7.108 
SJ06 
8J38 

110J35 
63J93 

8:a» 

190^ 

246.155 

20.714 
4.003 

22  388 

32*2 
12.641 

706  254 
188  J83 

42.685 

7.841 
SJIl 
2.966 

95.505 
80.832 

6.n2 

186.135 

210^73 

29  028 
4  331 

472M2 

4J92 

3.800 
8JI9 

61.081 
68JG4 

3S10 

141374 

148,693 

12.051 
2JS9 

3.424 
2.KI5 
5. 105 

61.081 
36.129 

2  681 

12-347 
9.710 
1.646 

2S3.864 
103.130 

10036 

4063 
2589 
3.8<2 

67  092 
55.153 

3.588 

3.074 
2.320 
2.721 

51.532 
15.459 

2.216 

71.928 

87.475 

8.157 
L815 

4  012 
3  957 
6.939 

77.723 
78.441 

3  645 

3.417 
2.029 
5  377 

58.423 
37.607 

2.066 

5.718 
4.578 
7.667 

116.357 
25.467 

5.865 

87  339 

81  087 

Government  Deposits 

Da*  to  members    reserve 

account 

Defrrredavailabilitr  itrma 
other  dpposlu.  ineludinu 

torebni  Oovern'l  credits 

72367 

1,786  874 
822.6M 

97.659 

Toul  Gross  Deposits 

F.  H.  Notes  in  actual  circu- 
lation  

949.963 

824.944 

54  624 
22.677 

210940 

272.884 

22.197 
4.2U2 

104.996 

156.599 

15663 
2213 

368.676 

510.018 

41109 
6  846 

129.707 

148452 

15.610 
1.9  9 

166.768 

105  100 

19.546 
2.743 

l03.t7J 

74.886 

10.415 
1.434 

19S.6S4 

155.356 

241.867 

11.S9S 
4.179 

2.779  570 

3.057.646 

261.039 
58.;51 

F.  R.  Bank  Notes  in  drcn- 

latinn.  net  liabillly 

All  other  Liabllitiss. 

TOTAL  LIABIUTIBS  .... 

473.770    1.907JI8 

525365 

312.6<9    2X5.7t)0 

948.7r« 

302  J70 

174.769 

302.126 

423.673 

6325.432 

Toul  KsMnre  notes  In  actual  circulation.  3  067.646. 

Bills  dlaoovBled  and  bounht:  U.  S.  Government  abort  term  securities:  municipal  warrants,  etc:  1—15  dan  1.624.262;  16— 30  days  349  815: 

31    eo  dajn  SOS  SOS :  61    9V  days  314  987 :  over  90  daya  258  600.    Total  2  997  836. 

Ratio  of  total  rrserver  to  net  deposit  and  Federal   Reserve  note  liabilities  combined  50.6)(.    Ratio  of  eold  reserves  to  F.  R-  notes 

In  actual  drtulatioo  after  tettins  aaide  35x  asainst  net  deposit  Iiabillties-59.7ti. 
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the  Superintendent  of  Banks  on  May  28,  and  suc- 
ceeded to  the  business  of  ihe  "Pairiotic  Farmers' 
Fund,"  which  was  organized  to  aid  agricuhural 
production  during  the  war. 

Total  loans  since  May  28  including  those  taken 
over  from  the  Patriotic  Farmers'  Fund,  were 
$663,758.50,  of  which  $235,050.51  have  been  re- 
paid, leaving  $428,707.99  outstanding. 

The  loans  were  divided  as  to  genera!  character, 
as  follows :  Crop  loans,  50  per  cent ;  live  stock 
loans,  35  per  cent;  machinery  loans,  15  per  cent. 
Loans  exceeding  $500  in  amount,  which  are  not 
numerous,  were  secured  by  chattel  mortgages. 

The  experience  of  the  Patriotic  Farmers'  Fund 
and  of  the  Farmers'  Fund,  Inc.,  has  been  that 
losses  on  these  classes  of  loans  are  but  a  small 
percentage,  and  that  the  loans  are  an  aid  to  pro- 
duction. The  demand  for  the  small  loans  ex- 
ceeds the  resources  of  the  organization,  and  the 
managers  are  convinced  that  with  more  capital  at 
their  disposal,  in  order  that  the  overhead  charges 
may  be  lessened  proportionately,  the  business  will 
pay  a  six  per  cent  return  and  render  a  valuable 
public  service. 

This  organization  seems  to  have  justified  its 
existence  and  to  be  worthy  of  support.  It  was  de- 
signed to  handle  a  class  of  business  which  was 
recognized  as  more  hazardous  than  the  common 
run  of  business  welcomed  by  bankers.  A  b.nnk 
which  is  lending  the  money  of  its  depositors  is 
properly  careful  and  intends  to  avoid  losses  so  far 
as  possible.  This  policy  is  not  to  be  criticized, 
but  on  the  other  hand  there  is  a  public  interest  in 
increasing  the  production  of  foodstuffs  and  in  pro- 
moting prosperity  on  the  farms.  The  Farmers' 
Fund  may  do  good  e<hicational  work  in  develop- 
ing bank  depositors  in  its  experiments  with  farm- 
ers who  have  not  been  accustomed  to  doing  busi- 
ness at  banks. 

The  offices  are  at  Kochester.  and  the  business 
is  in  charjje  of  M.  \V.  Cole,  President.  A.  B.  Hep- 
bum,  of  the  Cha=e  National  Rank,  William  Wood- 
ward, of  the  Hanover  National  Bank,  Jacob 
Srhiff,  of  Ktihn.  T.oeb  &  Co.,  and  William  Church 
Osborn  are  New  York  City  men  of  prominence 
on  the  Board  of  Directors.  The  association  seeks 
the  co-operation  and  coimsel  of  bankers  through- 
out the  state.  It  has  been  an  experimental  or- 
ganization, trying  to  learn  how  practical  assist- 
ance may  be  given  to  small  farmers. 

The  National  City  Bank's  New  Branches. 

Dtiring  the  year  1919,  llie  National  City  Bank 
of  New  York  opened  thirty-two  new  foreign 
branches  and  the  International  Banking  Corpora- 
tion   (owned   by   The   National    City    Bank) 


opened  five  such  branches.  The  two  institu- 
tions together  now  have  a  total  of  seventy-five 
branches,  and  still  others  are  to  become  a  part 
of  the  world-wide  organization  of  The  Na- 
tional City  Bank  within  the  near  future. 

The  branches  opened  by  The  National  City 
Bank  of  New  York  during  1919  were  as  follows : 

Argentina — Once  (Buenos  Aires).  Rosario.  Brazil — 
Pernambuco,  Porto  Alegre.  Belgium — Brussels.  Co- 
lombia— Medellin.  Cuba — Artemisa,  Bayamo,  Caibarien, 
Camaguey,  Cardenas.  Ciego  De  Avila,  Cienfuegos, 
Colon.  Cru"es.  Guantanamo.  Cuatro  Caminos  (Havana), 
Galiano  (Havana),  Manzanillo,  Matanzas,  Pinar  del 
Rio.  Placetas  del  Norte,  Remedios,  Sagua  la  Grande, 
Sancti  Spiritus.  Santa  Clara.  Union  de  Reyes,  Yaguajay. 
Spain — Barcelona.  Trinidad — Port  of  Spain.  Urui^uay 
— Calle  Rondeau  (Montevideo).  Venezuela — Mara- 
caibo. 

The  branches  of  the  International  Banking 
Corporation  which  were  opened  during  1919 
were: 

China — Harbin,  Tsingtao.  France — Lyons.  India — 
Rangoon.     Dominican  Republic — Sanchez. 

The  first  foreign  branch  of  The  National  City 
Bank  of  New  York  was  opened  at  Buenos  Aires 
a  little  more  than  five  years  ago  (November  10, 
1914). 

Discount  Rates  Approved  by  Federal  Reserve  Board 
up  to  December  31,  1919. 


Federal 
HeserrcDaiik 


DiMcoiiiiteJ 
bills    nintiirliis    n-lthlii 
UOilays  (liicliuliiiR  inciii- 
lipr    I>aiik8'    l.^-day  rol- 
!nt*»ral  itot'*fl>  a^^fiirod  Iiy 


otherwise 
Treasury  Cer-    scriiriMl 
tifif-nti'S  of    and  htiho- 
Imlehtednosa    cured  (n) 


Trade 
Accep- 
tances 

(h)  ma- 
turing 
n-lthln 

00  days 


Agri- 
cultural 
anil  live 
stock 
pa  per 
matiir- 
Inp  with- 
in ni  to 
ISO  ilnys 


Boston  (c)  4'.4 

New  York  (d)  4'A 

Philadelphia    4!4 

Cleveland   (e)  4% 

Richmond  4'A 

Atlanta   „..  (d)  4A 


Chicago 

St.  Louis  

Minneapolis   

Kansas  City  ' 

Dallas 

San    Francisco... 


4!-i 
4'/, 
4A 
4Vi 
4^ 
4V2 


4« 
4« 

4^ 
4J4 
4H 
4-14 

W^ 
4M 
(f)4*4 
S 
5 
4Va 


4H 

5 

4^ 

S 

4H 

S 

4/2 

514 

4 '4 

5 

4;^ 

5% 

4 'A 

i% 

4/2 

S/2 

4'/2 

5/2 

S 

5'^ 

S 

s;4 

4H 

s;/2 

(nl  Knte  on  paper  serured  by  War  Finance  Corporation 
bonds.  1  per  rent,  hietacr. 

(b)  Rate  also  applies  to  hankers'  acceptances  discounted 
by  the  New  York  nnd  Cleveland  hanks. 

(c)  Rate  of  4V4  per  cent,  on  paper  secured  by  4V4  per 
cent,  certificates. 

(d)  Applies  only  to  member  banks'  collateral  notes. 

(e)  Rate  of  V.\  per  cent,  on  member  banks'  coliateral 
notes  secured  by  Ay,    per  cent,  certificates. 

(f)  Rate  of  5  per  cent,  for  maturities  01  to  00  days. 
Note — Acceptances    purchased    in    open   market,    minimum 

rate  4  per  cent. 

Note  Z — DITerentlals  between  rates  on  paper  secured  by 
I-lberty  honils  and  Victory  notes  nnd  on  ordinary  commer- 
cial paper  were  abolished  by  all  banks  during  the  mouth  of 
December, 


THE  NATIONAL  CITY  BANK  OF  NEW  YORK 


Ask  for  Our 
January  Investment  Offerings 

A  wide  range  of  securities. 

A  wide  range  of  maturities. 

A    wide    range    of    yields. 

A  carefully  selected  and 
broadly  diversified  offering 
of  securities  giving  much 
valuable  information  as 
to  the  various  issues  listed. 

Circular  will  be  sent  upon  request  for  B-274 

The  National  City  Company 

National  City  Bank  Building,  New  York 
Uptown  Office,  Fifth  Avenue  &  43rd  St 


BONDS 


Correspondent  Offices  in  more  than  fifty  Cities 

PREFERRED  STOCKS 


ACCEPTANCES 


1812 


1920 


Economic  Conditions 
Governmental  Finance 
United  States  Securities 


General  Business  Conditions. 

THE  most  notable  fact  in  tlie  business 
situation  in  the  first  month  of  the  new 
year  has  been  the  maintenance  of  trade 
activity  and  of  the  demand  for  money, 
wilhout  the  relaxation  which  usually 
follows  the  turn  of  the  year.  Payments  through 
the  banks,  as  shown  by  the  reports  to  the  Federal 
Reserve  Board  have  been  in  about  the  same  vol- 
ume as  in  December,  although  a  moderate  reduc- 
tion in  the  volume  of  Federal  Reserve  notes  in 
circulation  indicates  some  falling-oflf  in  retail 
trade. 

The  jobbing  centers  report  buying  on  a  large 
scale,  with  general  confidence  in  the  maintenance 
of  existing  prices  or  advances  therefrom.  Tex- 
tiles have  been  very  strong,  but  in  the  latter 
part  of  the  month  some  weakness  was  notice- 
able in  cotton  goods,  with  greater  willingness 
on  the  part  of  producers  to  sell  ahead. 

Woolen  goods  for  fall  delivery  will  be  appor- 
tioned to  customers  on  the  basis  of  past  patron- 
age, which  is  a  situation  which  virtually  precludes 
controversy  over  prices.  Outside  of  this  distribu- 
tion there  will  be  some  competitive  bidding. 

The  iron  and  steel  situation  is  tight,  with  the 
United  States  Steel  Corporation  adhering  gen- 
erally to  the  scale  of  prices  made  last  spring, 
but  early  deliveries  command  premiums  in  the 
open  market.  The  strike  has  been  officially  de- 
clared off  by  the  leaders,  who  had  insisted  to  the 
last  moment  that  they  were  winning.  There  is 
no  occasion  for  congratulation  anywhere  over  the 
strike,  except  in  the  fact  that  the  great  body  of 
American-bom  workers  refused  to  have  anything 
to  do  with  it.  The  stoppage  cost  a  great  deal  of 
money  to  the  workers,  the  employers  and  the 
public.  .It  came  at  a  most  inopportune  time,  with 
the  whole  world  needing  iron  and  steel,  and  has 
been  a  lamentable  factor  in  retarding  industrial 
recovery  everywhere. 

Wages  and  Prices. 

A  state  of  under-production  exists  all  around 
the  industrial  circle,  due  largely  to  labor  discon- 
tent, and  the  effect  is  to  make  the  cost  of  living 
higher  and  cause  more  discontent.  There  is  much 
complaint  from  employers  that  higher  per  diem 
wages  and  a  shorter  day  are  accompanied  by 
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reduced  production  per  hour.  A  widespread,  per- 
sistent, well-financed  campaign  of  propaganda  is 
being  carried  on  to  instill  suspicion  and  discontent 
among  the  workers.  Wage  increases  of  course  ac- 
complish nothing  in  the  face  of  diminishing  pro- 
duction. An  actual  scarcity  of  necessary  goods 
e.xists  the  world  over  today,  which  means  that 
the  average  consumption  per  individual  must  be 
less.  It  follows  that  the  person  who  insists  at 
this  time  upon  having  as  much  for  consumption 
as  in  normal  times  is  insisting  upon  more  than 
his  share  of  the  existing  supply.  It  is  something 
more  than  a  question  between  employers  and  em- 
ployed ;  it  is  a  question  of  fair  distribution  of  the 
consumable  goods.  The  whole  argument  that 
wages  must  be  advanced  to  cover  the  rising  costs 
of  living,  although  plausible,  is  fallacious,  because 
it  assumes  that  each  individual  is  entitled  to  have 
as  much  as  though  there  was  a  full  supply.  The 
effect  of  raising  wages  under  such  conditions  is 
to  increase  the  demands  upon  the  limited  supply 
of  goods  and  raise  prices.  There  are  two  reme- 
dies for  the  situation,  and  only  two,  viz.:  (1) 
personal  economy :  let  every  person  reduce  his 
purchases  as  much  as  possible;  (2)  increased  pro- 
duction :  let  every  person  do  his  part  in  his  own 
way  to  relieve  the  existing  shortage  and  get  the 
world  back  into  easy  conditions  again. 

Labor  Situation  More  Quiet. 

So  far  as  strikes  are  concerned  the  general  situ- 
ation has  been  better  since  the  .settlement  of  the 
coal  strike.  No  large  bodies  of  men  are  out  at 
the  present  time,  and  there  is  reason  to  hope  that 
an  appreciation  of  the  common  interest  in  stable 
conditions  is  influencing  the  leaders  to  more 
conservative  and  constructive  policies. 

The  head  of  the  organization  of  coal  miners 
has  given  out  a  statement  explaining  that  the  de- 
mand of  that  organization  for  a  thirty-hour  week 
was  intended  as  a  demand  for  a  minimum  instead 
of  a  maximum  of  working  time.  In  other  words, 
the  miners  wanted  to  be  assured  of  work  enough 
to  afford  them  fair  earnings.  He  stated  that 
the  miners  had  averaged  only  about  $75  per 
month  during  the  past  year.  It  is  generally  agreed 
that  there  has  been  too  much  seasonal  unemploy- 
ment in  the  mining  industry.    It  is  wasteful  and 
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harmful  in  many  ways  to  have  tens  of  thousands 
of  miners  idle  throughout  niost  of  the  summer 
months  waiting  for  an  opportunity  to  work  in 
the  fall  and  winter.  Operators  have  claimed  that 
this  situation  is  due  to  competitive  conditions  in 
the  industry,  which  cannot  be  remedied  without 
agreements  which  would  be  in  violation  of  the 
anti-trust  laws.  In  other  words,  it  is  one  of  the 
incidental  and  unintentional  results  of  well-meant 
legislation  for  the  regulation  of  business.  It  is  to 
be  hoped  that  the  commission  now  having  the  coal 
industry  under  consideration  will  find  a  way  to 
remedy  this  fundamental  economic  condition,  so 
that  the  miners  will  have  an  opportunity  to  obtain 
full  time  and  good  earnings  without  increasing  the 
cost  of  coal  to  consumers. 

In  this  connection  it  may  be  not  out  of  place 
to  say  that  in  view  of  the  great  demand  for  labor 
on  the  fanns  which  is  known  to  have  existed  last 
summer,  it  seems  a  little  strange  that  the  coal 
miners  who  are  located  in  the  states  where  agri- 
culture is  a  leading  industry  did  not  solve  this 
problem  of  unemployment  for  themselves.  In 
such  states  as  Ohio,  Indiana,  Iowa,  Missouri  and 
Kansas  it  is  quite  certain  that  coal  miners  would 
not  have  to  go  far  to  find  work  in  the  summer 
season.  This  comment  is  suggested  by  the  follow- 
ing paragraph  taken  from  the  columns  of  the 
Des  Moines  Register : 

"One  of  the  most  serious  problems  that  confronts 
farmers  and  stockmen  today  is  a  shortage  of  compe- 
tent help,"  said  a  well-known  stockman  at  Ames  re- 
cently. "Farm  labor  has  become  so  high  and  is  of 
such  questionable  quality  that  the  crop  acreage  will 
have  to  be  reduced  in  many  sections  or  the  working 
hours  lengthened.  Even  married  couples  are  no  longer 
dependable.  One  of  my  neighbors  employed  a  young 
married  man  a  short  time  ago,  paying  him  $75  a  month 
straight  through  the  year,  provided  a  five-room  house 
with  several  little  conveniences,  gave  him  the  use  of 
a  cow  and  a  couple  dozen  hens,  and  offered  him  a 
good  sized  garden  plot  and  all  the  fruit  he  and  his 
wife  could  use  during  the  winter.  The  couple  moved 
back  to  town  after  the  first  month." 

It  is  a  fair  question  whether  a  coal  miner  liv- 
ing amid  these  conditions  is  justified  in  claiming 
wages  enough  in  the  winter  season  to  enable  him 
to  live  without  working  at  anything  throughout 
the  .summer.  Most  of  the  men  who  are  now  em- 
ployers of  labor  were  taught  in  their  youth  that  if 
they  could  not  find  work  of  one  kind  they  must 
look  for  another  kind.  Does  responsibility  rest 
upon  the  public  to  provide  each  individual  with 
work  of  a  particular  kind  ?  A  moderate  transfer 
of  labor  from  coal-mining  to  aericulture  or  other 
ocCTipations  would  compel  a  readjustment  of  con- 
ditions in  the  coal  industry  in  the  natural  manner. 

Farmers  Dissatisfied. 

While  agitation  for  shorter  hours  and  more  pay 
continues  in  the  industri.il  field,  a  state  of  dissat- 
isfaction exists  .imong  the  farmers  over  the  de- 
cline which  has  taken  place  since  last  summer  in 
some  of  their  products.  The  Tanuarv  live  stock 
report  issued  by  Bartlctt-Frazier,  a  Chicago  com- 


mission house  says  that  "reoorts  are  almost  un- 
animous in  their  showing  of  dissatisfaction  among 
hog  raisers  and  a  disposition  to  sell  brood  sows 
and  definitely  decrease  breeding  for  a  spring  pig 
crop.  The  losses  to  feeders  of  both  hogs  and  cattle 
during  the  past  six  months  have  been  very  severe, 
and  the  feeding  industry  is  going  through  a  period 
of  discouragement." 

The  grievance  of  the  farmers  is  that  the  prices 
of  what  they  have  to  buy  do  not  go  down  with  the 
prices  of  what  they  have  to  sell,  and  this  complaint 
is  commended  to  the  attention  of  all  who  think 
that  the  prices  of  manufactured  goods  can  be 
maintained  after  the  prices  of  farm  products  have 
generally  declined.  The  purchasing  power  of  the 
farming  populatim  is  in  the  prices  of  farm 
products,  and  as  they  decline  they  will  pull  down 
the  whole  wage  scale  and  price  level. 

Labor  leaders  may  say  that  present  wages  will 
never  be  reduced,  poptilar  opinion  may  theoreti- 
cally approve  and  employers  may  assent,  but  if 
the  purchasing  power  of  the  great  interior  districts 
of  this  country  declines  those  districts  will  buy 
fewer  goods  unless  those  goods  come  down  cor- 
respondingly. The  prosperity  of  the  farming  dis- 
tricts has  been  a  very  large  factor  in  the  demand 
for  labor  in  the  manufacturing  cities.  So  long  as 
employers  are  able  to  add  wage-increases  to  the 
prices  of  their  products  they  will  grant  the  latter, 
but  employment  and  wages  depend  at  last  upon 
the  purchasing  power  of  the  consuming  public. 
The  entire  price  and  wage  situation  might  change 
rapidly. 

Export  Trade  Threatened. 

One  of  the  influences  which  may  bring  about  a 
change  is  the  foreign  trade  situation.  Elsewhere 
we  give  the  figures  by  months  for  the  exports  of 
meats  and  dairy  products  for  eleven  months  of 
1919,  and  invite  attention  to  the  decline  of  pork 
products  in  the  later  months.  It  is  a  noteworthy 
fact  also  that  shipments  of  butter  are  being  re- 
ceived at  New  York  from  Denmark.  The  pre- 
mium on  exchange  is  a  f.actor  in  this  movement. 
Exports  of  cotton  have  been  heavy  during  the 
past  month,  and  wheat  continues  to  go  out  in  good 
quantities,  but  there  are  signs  that  other  exports 
have  been  falling  off.  Ships  are  said  to  be  going 
to  Europe  without  full  cargoes.  The  decline  of  the 
foreign  exchanges  continues,  which  is  ominous  for 
sales.  It  must  not  be  thought  that  this  situation  can 
be  met  by  willineness  on  the  part  of  foreign  buy- 
ers to  pay  the  high  rates.  The  exchansje  inust  be 
bought  in  this  country,  and  the  declining  rates  in- 
dicate that  the  market  is  over-loaded.  This  one- 
sided trade  requires  that  more  and  more  credit 
must  be  provided  as  the  weeks  pass  This  is  the 
weak  point  in  the  business  situation,  and  gives 
careful  observers  a  feeling  of  uneasiness.  They 
do  not  see  how  exports  can  go  on  at  the  present 
rate  and  have  misgivings  that  a  heavy  decline  may 
have  a  depressing  effect  upon  domestic  prices 
and  general  industry. 


Railroad  Service  Inadequate. 

Business  is  being  seriously  embarrassed  by  a 
shortage  of  railroad  cars.  While  the  Conference 
Committee  representing  the  two  houses  of  Con- 
gress is  deadlocked  over  the  problem  of  affording 
adequate  protection  to  capital  investments  in  rail- 
roads, production  is  being  interrupted  and  the 
public  is  suffering  losses  that  amount  to  vastly 
more  than  it  would  cost  to  settle  the  question  of 
compensation  to  capital  on  the  most  liberal  basis 
proposed.  Good  railroad  service  would  be  much 
cheaper  at  any  terms  under  discussion  than  poor 
service. 

The  Money  Market. 

The  long-expected  advance  in  discount  rates  has 
been  made  by  the  Federal  reserve  banks,  raising 
the  rate  on  commercial  paper  for  the  first  time. 
The  advance  to  6  per  cent  removes  the  margin 
of  profit  upon  rediscounts  to  banks  in  states  where 
that  is  the  legal  rate  of  interest.  That  of  course 
will  not  be  in  all  instances  a  bar  to  accommoda- 
tions; the  bankers  of  the  country  will  want  to 
meet  the  necessities  of  their  customers,  but  the 
public  will  have  to  understand  that  this  advance 
has  been  made  for  the  purpose  of  holding  loan 
expansion  in  check,  and  general  co-operation  is 
expected. 

We  have  repeatedly  called  attention  to  the  situ- 
ation which  has  called  for  an  advance  of  rates. 
The  last  consolidated  statement  of  the  Federal  re- 
serve bank<  in  Sent  ember  showed  total  bill  hold- 
ings of  $2,224,773,000,  and  the  statement  of  Janu- 
ary 2  showed  bill  holdings  of  $2,805,818,000.  The 
Reserve  Board  delayed  action  upon  commercial 
borrowing  until  past  the  turn  of  the  year,  when 
this  class  of  credits  usually  shows  a  natural  ten- 
dency to  liquidation. 

The  Board  has  again  favored  loans  secured  by 
government  obligations,  the  rate  upon  rediscounts 
secured  by  government  bonds  being  fixed  at  5^ 
and  that  upon  Treasury  certificates  at  4^  per  cent. 
Under  normal  conditions  all  loans  upon  securities 
would  bear  a  higher  rate  than  redi.scounts  of  com- 
mercial paper,  but  the  Board  evidently  desires 
to  avoid  further  pressure  of  government  bonds 
upon  the  market  at  this  time. 

As  indicated  above,  this  advance  of  rates  affects 
the  earnings  of  the  member  banks  more  than  it 
will  directly  accomplish  a  curtailment  of  credit, 
but  doubtless  it  will  be  accepted  by  the  borrowing 
public  as  a  sign  of  the  times. 

The  .shortage  of  cars  in  the  west  has  delayed 
the  movement  of  grain  from  the  country  to  the 
centers,  and  has  kept  the  member  banks  of  sev- 
eral states  in  tieht  condition,  but  the  movement  of 
the  grain  would  only  shift  the  burden  for  the 
present.  The  final  liouidation  will  occur  as  the 
season  advances  and  the  crop  goes  into  consump- 
tion 
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indebtedness.      Tf    attention    is   directed    to   the 


importance  of  so  doing  there  will  be  no  lack  of 
funds  to  handle  the  really  necessary  business  of 
the  country.  A  resolute  curtailment  of  unneces- 
sary expenditures  and  postponement  of  plans 
which  do  not  require  immediate  action  will  ac- 
complish it.  The  situation  is  the  reverse  of  what 
it  was  a  year  ago.  The  question  then  was  how 
to  provide  employment  for  the  wage-earners  be- 
ing released  from  the  army  and  from  war  work. 
Now  it  is  to  prevent  undue  pressure  upon  the 
industrial  and  financial  resources  of  the  country. 
There  is  reason  to  believe  that  a  great  amount  of 
capital  is  being  wasted  in  new  enterprises  which 
will  add  nothing  to  the  wealth  of  the  country. 
A  man  of  hiijh  standing  and  good  npnortnnities 
for  observation  a  few  days  ago  told  the  Senate 
Committee  which  is  considering  a  bill  to  rearulate 
the  issue  of  securities,  that  from  $400,000,000  to 
$500,000,000  was  invested  in  flotations  within  the 
State  of  Iowa  last  year,  a  large  part  of  which 
were  of  doubtful  character. 

Foreign  Trade  and  the  Exchanges. 

The  figures  for  the  totals  of  this  country's 
foreign  trade  in  1919  are  now  on  hand.  Im- 
ports amounted  to  $3,90.5.000.000  and  exports 
to  $7,922,000,000.  For  December  the  figures 
for  imports  were  $381,000,000  and  exports 
$6.«?  1.000.000. 

The  figures  by  countries  or  grand  divisions 
are  not  yet  available  for  the  entire  year,  but 
based  upon  eleven  months  they  show  that  we 
were  a  creditor  on  a  great  scale  to  Europe  and 
a  debtor  to  South  America  and  to  Asia.  Of 
the  sum  total  of  nearly  $8,000,000,000  exports, 
over  $5,000,000,000  went  to  Europe  and  we  re- 
ceived less  than  $800,000,000  in  goods  from 
there  in  return. 

On  the  other  hand,  we  bought  $6,31,. 59 1.000 
worth  in  South  America  and  sold  $411,151,000 
worth  there,  and  bought  $928,709,000  in  Asia 
and  sold  $640,873,000  worth  there,  not  including 
silver  which  is  treated  as  bullion  in  settlement. 

We  sent  approximately  $175,000,000  worth 
of  silver  to  Asia  in  eleven  months  of  the  year, 
with  December  to  be  renorted.  The  total 
amount  of  silver  exported  during  the  same  pe- 
riod to  the  whole  worid  was  $208,426,000. 

Unfortunately  we  are  unable  to  offset  our 
credits  in  Europe  against  our  debits  in  Asia  and 
South  America,  for  Europe  is  likewise  debtor  to 
Asia  and  South  America.  England  in  like  man- 
ner is  a  creditor  to  the  continent  but  unable  to 
use  her  credits  there  to  settle  her  debits  in 
America. 

The  Declining  Exchanges. 

The  figures  on  the  trade  with  Europe  show 
the  reason  for  disquietude  concerning  the  basis 
of  our  present  prosperity.  The  balance  in  our 
favor  is  enormous  and  nobody  knows  definitely 
how  settlement  is  being  made,  or  dares  venture 
an   opinion   as   to  how   long  exports   can   be 


maintained  at  this  rate.  It  is  known  of  course, 
that  the  remittances  by  our  foreign-born  resi- 
dents to  relatives  and  friends  in  Europe  are 
larger  than  usual,  and  that  the  same  class  is 
investing  considerable  amounts  in  securities 
and  property  in  the  old  countries,  being  in- 
duced to  do  so  by  the  high  value  of  the  dollar 
in  the  exchanges.  It  is  understood  also  that 
American  securities  which  have  been  held 
abroad  are  continually  coming  home,  and  that 
other  foreign  interests  in  this  country  are  be- 
ing liquidated,  thus  creating  offsets.  It  is  true 
also  that  the  earnings  of  foreign  shipping, 
especially  British,  are  an  important  item  on  the 
other  side.  But  when  all  the  credits  to  Europe 
arc  summed  up  the  most  liberal  estimates  fall 
short  of  balancing  the  account. 

The  conclusion  is  forced  that  American  ex- 
porters arc  granting  credit  direct  and  that  the 
public  has  been  absorbing  foreign  exchange 
as  a  speculation,  perhaps  to  an  unsuspected  ex- 
tent. However  it  has  been  done,  there  is  a 
certainty  that  the  resources  drawn  ujMjn  are  not 
ine.xhaustable,  and  that  our  foreign  business  is  on 
a  precarious  basis.  It  must  have  more  definite 
support  or  exchange  rates  will  go  low  enough  to 
check  the  movement.  If  the  decline  occurs  gradu- 
ally it  may  be  that  no  serious  harm  will  be  done 
to  domestic  industry,  but  if  it  should  occur  sud- 
denly there  might  be  a  backing  up  of  domestic 
products  which  would  have  grave  consequences. 

Tlie  exports  of  greatest  importance  are  farm 
products,  of  which  we  have  a  surplus  running 
into  large  values.  A  rapid  decline  in  prices 
for  these  products  would  affect  the  purchasing 
power  of  a  very  large  part  of  the  population 
and  react  upon  all  industry.  But  on  the  other 
hand,  the  world's  need  for  these  products  is  so 
great  that  the  strongest  possible  reasons  wil! 
exist  for  co-operation  on  the  part  of  Europe 
and  America  in  financing  this  movement. 

New  low  records  were  made  during  the 
month  by  all  the  principal  exchanges.  The 
(able  of  the  principal  ones  is  as  follows : 

Rate  Rate  Depre- 

Unit  in  cents  in  cents  ciation 

Value  Dec.  29  Jan.  29  m% 

Canada  100             .9100  .9075  9  25 

Germany    ...     .2382             .0210  .0135  944 

Italy    1930             .0763  .0649  66.4 

Belgium 1930             .0962  .0727  62.4 

France    1930             .0939  .0760  607 

England  ....  4.8665  3.8000  3.5300  27.4 

Switzerland  .     .19.10             .1802  .1786  7.5 

Holland 4020             .3750  .3875  3  6 

Denmark  ...     .2680             .1925  .1650  38.4 

Norway    ....     2680            .2050  .1780  .13  6 

.Sweden    2680            .2150  .1970  26  5 

Spain    1930             .1925  .1850  4.2 

Argentine    ..    .9648             .9800  .9800  16* 

Japan    4985            .5025  .4875  2.2 

•  Premium.      •  ♦  About  Par. 

ForelKn  Holdlnes  of  U.  S.  Steel  Stocks. 

The  movement  of  American  corporation 
.stocks  from  Europe  to  this  country  since  the 
beginning  of  the  war  is  illustrated  in  the  case 


of  the  United  States  Steel  Corporation.  On 
March  31.  1914,  1,285,636  shares  of  the  com- 
mon stock,  or  25.29  per  cent  of  the  entire 
issue,  and  312,311  shares  of  the  preferred  stock, 
or  8.67  per  cent  of  the  entire  issue  were  held 
abroad.  On  December  31,  1918,  484,190  shares 
of  the  common,  or  9.52  per  cent  of  the  issue, 
and  140,077  shares  of  the  preferred,  or  3.88 
per  cent  of  issue,  were  held  abroad ;  and  on 
December  31,  1919  368,895  shares  of  common, 
or  7.26  per  cent  of  the  issue,  and  138,566  shares 
of  preferred,  or  3.84  per  cent  of  the  issue  were 
held  abroad.  It  appears  that  115,305  shares  of 
common,  of  the  par  value  of  $11,530,500,  and 
1,500  shares  of  preferred,  of  the  par  value  of 
$151,100  were  sent  back  during  the  past  year. 
There  still  is  more  than  $50,000,000  worth, 
market  value,  in  foreign  hands,  and  the  induce- 
ment to  sell  in  America  increases  with  every 
increase  of  the  premium  on  the  dollar  over 
other  currencies.  This  showing  suggests  that 
there  must  be  a  round  sum  of  American  securi- 
ties still  in  the  tin  boxes  of  Europe. 

Qold  Moveinents. 

All  of  the  South  African  gold  arriving  in 
London  is  sold  at  a  premium,  most  of  it  being 
taken  to  supply  remittances  to  India.  That 
shows  how  London  stands  in  relation  to  India. 

The  production  of  gold  in  the  United  States 
in  the  year  1919  is  officially  estimated  by  the 
bureau  of  the  Mint  and  Geological  Survey  at 
$58,488,000,  a  decline  of  about  $10,000,000  from 
that  of  1918.  The  sales  of  gold  bars  by  the 
United  States  office  at  New  York  in  1919  for 
use  in  the  arts  amounted  to  $60,062,838  of 
which  $251,337  went  to  Canada.  The  total 
consum[)tion  of  gold  in  the  arts  probably  was 
as  much  as  $65,000,000.  This  is  the  first  time 
since  the  discovery  of  gold  in  California  that 
the  consumption  of  gold  has  exceeded  produc- 
tion in  this  country. 

The  Canadian  government  autho-ized  the 
exportation  of  $10,000,000  of  gold  to  the  United 
States  in  December  and  $10,000,000  more  in 
January,  for  the  purpose  of  steadying  the  ex- 
changes, and  possibly  to  facilitate  some  of  its 
OAvn  remittances. 

An  offering  of  $25,000,000  of  Belgian  notes, 
of  which  the  particulars  arc  given  elsewhere, 
was  a  notable  feature  of  the  month,  as  they 
were  very  well  received.  Salesmen  reported 
that  popular  feeling  on  behalf  of  Belgium  and 
a  disposition  to  render  practical  aid  was  a 
noticeable  factor  in  the  readiness  with  which 
these  notes  were  taken. 

The  European  Problem. 

The  developments  of  the  last  month  give 
encouragement  that  the  business  world  is  com- 
ing to  an  understanding  of  the  critical  state 
of  society   in    Europe,   and   arousing   to   the 


stupendous  task  of  aiding  the  prostrate 
peoples  of  the  continent  to  find  subsistence  in 
the  months  immediately  to  come  and  to  even- 
tually reconstruct  their  shattered  industries 
and  become  self-supporting  again. 

On  January  10th  the  Secretary  of  the 
Treasury  addressed  a  letter  to  the  Chairman 
of  the  Ways  and  Means  Committee  of  the 
House  of  Representatives,  recommending  that 
the  United  States  Grain  Corporation  be  em- 
powered to  purchase,  sell  and  deliver  $150,- 
000,000  worth  of  food  and  relief  supplies  on 
credit  to  Austria,  Poland  and  in  Armenia,  for 
the  benefit  of  populations  threatened  with 
starvation.  The  Secretarj-  intimated  that  more 
might  be  required,  in  which  event  he  will  com- 
municate further.  He  stated  that  Great  Britain 
had  offered  to  join  the  United  States  in  giving 
relief  to  Austria,  and  probably  would  provide 
the  shipping  required.  In  a  supplemental 
statement  before  the  Committee,  Assistant- 
Secretary  Davis  stated  that  Great  Britain, 
France  and  Italy  had  already  lent  Austria 
$48,000,000. 

Call  for  an  International  Conference. 

On  January  15th  there  appeared  a  notable 
communication  signed  by  several  hundred  lead- 
ing bankers,  men  of  affairs  and  publicists, 
addressed  in  this  country  to  the  United  States 
Government,  the  United  States  Chamber  of 
Commerce  and  the  Reparations  Commission, 
and  addressed  in  other  countries  to  the  respec- 
tive governments  and  the  Reparations  Commis- 
sion. The  communication  recognizes  that  the 
existing  state  of  distress  and  nidustrial  pros- 
tration in  Europe  is  a  matter  which  concerns 
society  everywhere,  and  asks  for  the  calling 
of  a  conference  to  meet  at  the  earliest  practic- 
able date,  to  consider  what  action  may  be 
jointly  taken  or  recommended  to  aid  in  the 
restoration  of  normal  economic  conditions.  It 
puts  to  the  fore  the  necessity  for  every  country 
to  forthwith  put  into  effect  a  scheme  of  taxa- 
tion which  will  enable  it  to  meet  governmental 
expenditures  without  further  additions  to  the 
outstanding  paper  currency.  No  country,  it 
plainly  says,  can  be  considered  worthy  of  credit 
which  will  not  do  this. 

It  says  that  evidently  Germany  and  Austria 
must  bear  a  heavier  burden  than  the  countries 
which  were  victorious  in  the  war,  but  that  care 
will  have  to  be  taken  "that  the  burden  does  not 
exceed  the  measure  of  the  highest  practicable 
taxation,  and  that  it  does  not  destroy  the  power 
of  production,  which  forms  the  very  source  of 
effective  taxation." 

The  statement  continues  in  terms  at  once  so 
enlightened,  practical  and  convincing  that  we 
give  the  remainder  verbatim : 

For  the  sake  of  their  creditors  and  for  the  sake 
of  the  world,  whose  future  social  and  economical  de- 
velopment is  involved,  Germany  and  Austria  must  not 
be  rendered  bankrupt.    If,  for  instance,  upon  close  ex- 


amination, the  Commission  des  Reparations  finds  that, 
even  with  the  most  drastic  plan  of  taxation  of  prop- 
erty, income,  trade  and  consumption,  the  sums  that 
these  countries  will  be  able  to  contribute  immediately 
towards  the  current  expenses  of  their  creditors  will 
not  reach  the  obligations  now  stipulated,  then  the  com- 
mission might  be  expected  to  take  the  view  that  the 
scope  of  the  annual  contribution  must  be  brought  within 
the  limits  within  which  solvency  can  be  preserved,  even 
though  it  might  be  necessary  for  that  purpose  to  extend 
the  period  of  instalments.  The  load  of  the  burden  and 
the  period  during  which  it  is  to  be  borne  must  not, 
however,  exceed  certain  bounds;  it  must  not  bring 
about  so  drastic  a  lowering  of  the  standard  of  living 
that  a  willingness  to  pay  a  just  debt  is  converted  into 
a  spirit  of  despair  and  revolt. 

Qrave  Situation. 

"It  is  also  true  that  amongst  the  victorious  countries 
there  are  some  whose  economic  condition  is  exceed- 
ingly grave  and  which  will  have  to  reach  the  limits  of 
their  taxing  powers.  It  appears,  therefore,  to  the  un- 
dersigned, that  the  position  of  these  countries,  too, 
should  be  examined  from  the  same  point  of  view  of 
keeping  taxation  within  the  power  of  endurance,  and 
within  a  scope  that  will  not  be  conducive  to  financial 
chaos  and  social  unrest. 

"When  once  the  expenditure  of  the  various  Euro- 
pean countries  has  been  brought  within  their  taxable 
capacity,  (which  should  be  a  first  condition  of  granting 
them  further  assistance),  and  when  the  burdens  of 
indebtedness,  as  between  the  different  nations,  have 
been  brought  within  the  limits  of  endurance,  the  prob- 
lem arises  as  to  how  these  countries  are  to  be  furnished 
with  the  working  capital  necessary  for  them  to  purchase 
the  imports  required  for  restarting  the  circle  of  ex- 
change, to  restore  their  productivity,  and  to  reorganize 
their  currencies. 

"The  signatories  submit  that,  while  much  can  be  done 
through  normal  banking  channels,  the  working  capital 
needed  is  too  large  in  amount  and  is  required  too 
quickly  for  such  channels  to  be  adequate.  They  are  of 
opinion  therefore  that  a  more  comprehensive  scheme 
is  necessary.  It  is  not  a  question  of  affording  aid  only 
to  a  single  country,  or  even  a  single  group  of  countries 
which  were  allied  in  the  war.  The  interests  of  the 
whole  of  Europe  and  indeed  of  the  whole  world  are 
at  stake. 

"It  is  not  our  intention  to  suggest  in  detail  the  method 
by  which  such  international  co-operation  in  the  grant 
of  credit  may  be  secured.  But  we  allow  ourselves  the 
following  observations : 

"1.  The  greater  part  of  the  funds  must  necessarily  be 
supplied  by  those  countries,  where  the  trade  balance 
and  the  exchanges  are  favorable. 

"2.  Long  term  foreign  credit,  such  as  is  here  con- 
templated, is  only  desirable  in  so  far  as  it  is  absolutely 
necessary  to  restore  productive  processes.  It  is  not  a 
substitute  for  those  efforts  and  sacrifices  on  the  part 
of  each  country,  by  which  alone  they  can  solve  their 
internal  problem.  It  is  only  by  the  real  economic  con- 
ditions pressing  severely,  as  they  must,  on  the  individ- 
ual that  equilibrium  can  be  restored. 

"3.  For  this  reason,  and  also  because  of  the  great 
demands  on  capital^  for  their  own  internal  purposes  in 
the  lending  countries  themselves,  the  credit  supplied 
should  be  reduced  to  a  minimum  absolutely  necessary. 

"4.  Assistance  should  as  far  as  possible  be  given  in  a 
form  which  leaves  national  and  international  trade  free 
from  the  restrictive  control  of  governments. 

Development  of  Trade. 

"S.  Any  scheme  should  encourage  to  the  greatest  ex- 
tent possible  the  supply  of  credit  and  the  development 
of  trade  through  normal  channels. 

"6.  In  so  _  far  as  it  proves  possible  to  issue  loans  to 
the  public  in  the  lending  countries,  these  loans  must 
be  on  such  terms  as  will  attract  the  real  savings  of  the 
individual ;  otherwise  inflation  would  be  increased. 


"7.  The  borrowing  countries  would  have  to  provide 
the  best  obtainable  security.  For  this  purpose  it  should 
be  agreed  that : 

"(»)  Such  loans  should  rank  in  front  of  all  other 
indebtedness  whatsoever  whether  internal  debt,  repara- 
tion payments  or  interallied  governnienlal  debt. 

*(b)  Special  security  should  be  set  aside  by  the  bor- 
rowing countries  as  a  guarantee  for  the  payment  of 
interest  and  amortization,  the  character  of  such  se- 
curity varying  perhaps  from  country  to  country,  but 
including  in  the  case  of  Germany  and  the  new  States 
the  assignment  of  import  and  export  duties  payable  on 
a  gold  basis,  and  in  the  case  of  States  entitled  to  re- 
ceipts  from  Germany,  a  first  charge  on  such  receipts. 

••The  outlook  at  present  is  dark.  No  greater  task 
is  before  us  now  than  to  devise  means  by  which  some 
measure  of  hopefulness  will  re-enter  the  minds  of  the 
masses.  The  re-establishment  of  a  willingness  to  work 
and  to  save,  of  incentives  to  the  highest  individual  ef- 
fort and  of  opportunities  for  every  one  to  enjoy  a 
reasonable  share  of  the  fruit  of  his  exertions  must  be 
the  aim  toward  which  the  best  minds  in  all  countries 
should  co-operate.  Only  if  we  recognize  that  the  time 
has  now  come  when  all  countries  must  help  one  an- 
other can  we  hope  to  bring  about  an  atmosphere  in 
which  we  can  look  forward  to  the  restoration  of  normal 
conditions  and  to  the  end  of  our  present  evils. 

"In  conclusion,  the  signatories  desire  to  reiterate 
their  conviction  as  to  the  very  grave  urgency  of  these 
questions  in  point  of  time.  Every  month  which  passes 
will  aggravate  the  problem  and  render  its  eventual 
solution  increasingly  difficult.  All  the  information  at 
their  disposal  convinces  them  that  very  critical  days  for 
Europe  are  now  imminent  and  that  no  time  must  be  lost 
if  catastrophies  are  to  be  averted. 

This  statement  and  call  for  a  conference  lays 
he  groundwork  for  international  cooperation  in 
the  reconstruction  of  industrial  and  social  order 
in  Europe.  It  sketches  clearly  the  outlines  of 
the  necessary  program,  and  it  is  significant  that 
there  should  be  practical  unanimity  among  the 
distinguished  leaders  of  business  of  all  coun- 
tries upon  the  general  principles  to  be  followed. 
The  sentiments  uttered  and  the  aims  subscribed 
to  show  the  constructive  purposes  which 
dominate  the  international  business  com- 
munity. 

It  will  be  a  great  thing  to  have  the  business 
forces  of  the  world  set  themselves  to  the  task 
of  examining  the  peace  treaty,  readjusting  and 
supplementing  its  provisions  to  promote  gen- 
eral prosperity,  and  reorganizing  the  produc- 
tive powers  of  society. 

Views  of  Sir  Qeorge  Paish. 

Sir  George  Paish,  the  well-known  English 
economist,  has  been  in  this  country  during  the 
past  month,  and  his  interviews  and  addresses 
upon  the  European  situation  have  occasioned 
much  comment.  For  the  most  part  this  com- 
ment seems  to  have  been  based  upon  misunder- 
standing of  his  mission  and  proposals. 

His  general  representation  of  the  European 
situation  and  the  need  for  outside-help  is  quite 
supported  by  the  statements  contained  in  the 
call  for  an  mtcrnational  conference,  of  which 
account  is  given  above.  The  remedies  proposed 
in  this  call,  so  far  as  they  go  in  detail,  are 
the  same  as  suggested  by  him.  He  has  advo- 
cated assistance  only  to  alleviate  immediate 


suffering  and  to  aid  the  populations  in  becom- 
ing self-supporting  again,  under  strict  terms 
and  interiiaiional  supervision.  He  has  iK)si- 
tively  stated  that  the  borrowing  countries 
should  be  required  to  balance  their  budgets, 
and  that  no  loans  should  be  made  to  cover 
governmental  expenses.  His  proposals  have 
contemplated  nothing  but  loans  to  be  ex- 
pended in  this  country  for  food,  raw  materials 
and  machinery,  with  the  distribution  of  these 
safe-guarded  as  effectually  as  possible. 

His  idea  of  joint  international  obligations 
was  a  suggestion  intended  to  afford  greater 
security  to  the  United  t^tates,  which  m  the 
nature  of  things  must  be  the  principal  creditor, 
because  it  is  the  principal  source  of  supply. 
Nowhere  else  in  the  world  can  the  things  that 
are  needed  for  Europe  be  found.  America 
must  furnish  them  or  the  whole  scheme  of 
succoring  Europe  and  reestablishing  industry 
there  will  have  to  be  abandoned.  With  this  as 
the  premise.  Sir  George  laid  down  the  proposi- 
tion that  instead  of  granting  little  dabs  oi  re- 
lief here  and  there  over  Europe,  without  doing 
enough  to  restore  production  in  any  compre- 
hensive way,  America  could  better  afford  to  do 
enough  to  secure  European  society  against 
anarchy,  and  so  make  its  loans  safe;  moreover 
that  in  doing  this  America  would  be  entitled 
to  have  joint  guarantees  from  all  Europe,  in- 
cluding Great  Britain.  One  idea  behind  this 
suggestion  is  that  all  of  Europe  is  involved  to- 
gether, and  that  help  which  miglit  be  sufiicienr 
for  one  country  if  it  alone  was  affected  may 
fail  unless  other  countries  are  aided  also.  The 
same  idea  is  expressed  in  the  call  for  an  inter- 
national conference  in  the  following  language: 

"It  is  not  a  question  of  affording  aid  only  to  a  single 
group  of  countries  which  were  allied  in  the  war.  The 
interests  of  the  whole  of  Europe,  and  indeed  of  the 
whole  world  are  at  stake. 

"it  is  not  our  intention  to  suggest  in  detail  the 
method  by  which  such  international  co-operation  may 
be  obtained." 

It  is  well  undoubtedly  that  the  call  stops 
.short  of  suggesting  in  detail  how  the  required  in- 
ternational cooperation  shall  be  obtained.  That  is 
a  matter  to  be  dealt  with  in  the  conference,  but  it 
is  clear  that  whatever  the  method  of  settlement 
may  be  the  bulk  of  the  things  to  be  supplied  must 
come  from  America.  What  will  a  conference  do 
with  reference  to  this  fact?  Will  it  simply  pass 
resolutions  calling  upon  America  to  supply  the 
needed  commodities  to  the  several  countries  on 
credit?  This  is  the  situation  to  which  Sir  George 
was  addressing  himself  when  he  suggested  a  joint 
guaranty,  evidenced  by  bonds  made  free  of  taxa- 
tion in  every  country  party  to  the  agreement,  and 
of  course,  for  mutual  protections  secured  as 
fully  as  may  be.  In  such  an  arrangement  the 
United  States  as  a  party  would  bear  its  pro- 
portion of  the  defaults  with  others,  but  it 
would  have  all  Europe  interested  with  it  in 
any  default. 


It  is  easy  to  say  that  the  United  States  had  bet- 
ter keep  out  of  such  an  arrangement  and  that  the 
United  States  had  better  keep  out  of  Europe,  but 
the  distinguished  signatories  of  the  above  call 
believe  that  the  United  States  cannot  ignore  the 
needs  of  Europe.  It  is  not  necessary  to  endorse 
the  Paish  proposal ;  perhaps  the  conference  will 
offer  a  better  one,  but  it  is  not  preposterous. 

The  amount  of  credit  which  Europe  will  re- 
quire is  pLiced  much  higher  by  Sir  George  than 
by  any  other  estimate  but  he  has  named  figures 
for  a  period  of  five  years,  and  based  his  calcula- 
tions upon  the  trade  balance  of  the  last  year  and 
the  interest  obligations  which  will  be  running,  but 
which  Europe  will  not  be  able  to  meet  until  it 
has  recovered  the  power  to  export  goods.  There 
is  room  for  difference  of  opinion  in  regard  to 
the  rapidity  with  which  Europe  can  recover,  but 
interest  centers  upon  what  needs  to  be  done  at 
once,  the  means  by  which  it  can  be  done  and  the 
safeguards  required  for  the  efforts.  There  is  no 
disagreement  as  to  the  desirability  of  such  a 
conference  as  has  been  called.  Nothing  that 
Sir  George  Paish  has  said  has  afforded  any 
basis  for  the  report  that  he  represented  the 
British  government  or  sought  a  loan  for  Great 
Britain. 

The  Situation  in  Germiny. 

We  have  received  from  a  very  competent 
source  in  Germany  a  carefully  prepared  sum- 
mary of  the  financial  situation  of  the  German 
government  and  central  bank,  showing  the 
outstanding  funded  and  floating  debt,  totaK 
paper  money  issues  outstanding,  and  other  ob- 
ligations, supplemented  by  comments  which 
present  the  views  of  a  trained  financier  and 
economist.  The  paper  is  more  comprehensive 
and  complete  than  anything  we  have  seen 
published  outside  of  Germany,  and  therefore 
we  give  it  in  full. 

The  par  value  of  the  mark,  in  which  all  fig- 
ures are  given,  is  23.8  cents.  United  States 
money. 

I. 

From  the  time  of  its  foundation  until  the  outbreak 
of  the  European  war  the  Ger.nan  Empire  haH  not 
known  any  serious  financial  difficulties.  The  Federal 
loan  raised  in  connection  with  the  war  of  1870/71  was 
paid  off  by  1875.  At  the  end  of  that  year  the  whole  of 
the  Empire's  deht  amounted,  apart  from  minor  items, 
to  only  about  120  million  marks,  exclusively  in  paper 
money,  (Reichskassenscheine)  to  the  issue  of  which 
the  country  had  been  empowered  by  Act  of  Par'iament 
of  April  30th,  1874.  with  the  purpose  of  withdrawing 
the  paper  money  of  the  various  Federal  States,  circulat- 
ing until  then.  During  the  following  ten  years  smaller 
loans  were  repeated'y  raised.  Yet  at  the  end  of  1886 
the  whole  of  the  interest  paying  national  debt  was  not 
more  than  446  million  marks.  It  is  only  with  the  begin- 
ning of  the  nineties  that  the  increase  of  the  national 
debt  assumes  larger  proportions.  In  1890  it  exceeded 
the  first,  in  189S  the  second  and  ten  years  later  the 
third  billion. 

The  ever  increasing  financial  demands — particularly 
for  the  army  and  navy — made  it  necessary  to  raise  fur- 
ther big  loans  in  the  first  decade  of  the  current  century. 


At  the  end  of  1910  the  debt  of  the  Empire  had  risen  to 
over  4.5  billions,  while  towards  the  beginning  of  1914 
it  had  not  come  higher  than  5  billions  amongst  which 
the  floating  debts  were  included.  With  this  com- 
paratively small  debt  the  country  entered  the  world 
war.  About  180  millions  had  to  be  raised  annually  for 
the  interest  on  the  debt  and  160  millions  for  its  amor- 
tization, meaning  a  total  of  nearly  250  millions  per 
annum. 

At  the  outbreak  of  the  war  the  debts  of  the  Federal 
States  amounted  to  about  17.7  billions,  those  of  the 
Communal  bodies  (communities,  provinces,  etc.)  being 
about  119  billions.  Therefore,  the  national  debt  inclu- 
sive of  that  of  the  Federal  States  and  Communal  bodies 
totalled  about  34.5  billion  marks. 

In  order  to  form  a  right  opmion  of  the  changes 
which  have  taken  place  in  Germany's  financial  position 
under  the  influence  of  the  war  one  ought  to  keep  in 
mind  the  form  adopted  for  covering  the  expenses  of  the 
war.  In  view  of  the  assumption  that  the  war  would 
only  last  a  short  time,  the  raising  of  loans  was  con- 
sidered the  best  way  of  meeting  the  financial  require- 
ments incidental  to  warfare.  Hence  by  Act  of  Par- 
liament of  .August  4th,  1914,  war  estimates  to  the 
amount  of  5  billion  marks  were  passed  in  the  first 
instance,  and  the  same  method  was  adopted  as  the 
occasion  arose.  In  this  way  a  total  of  139  billion  marks 
were  provided.  A  further  credit  of  15  billions  was 
proposed  by  the  Government  at  the  beginning  of  No- 
vember 1918,  but  could  not  be  passed  by  the  Reichstag 
owing  to  the  revolutionary  movement. 

The  credits  were  used  up  by  floating  loans.  Require- 
ments keeping  within  the  limits  of  the  estimates  passed 
by  Parliament,  but  which  could  not  be  covered  by  war 
loans,  were  met  by  issuing  short  term  treasury  bills. 

The  various  loans  sufficed  to  cover  the  monetary  re- 
quirements until  the  end  of  1916.  Until  that  time  the 
floating  debt  had  kept  within  comparatively  narrow 
bounds.  The  debts  incurred  in  this  manner  were  regu- 
larly paid  back  from  the  moneys  raised  by  the  next 
loan.  Only  during  the  latter  courses  of  the  war  float- 
ing debts  were  contracted  to  an  ever  increasing  extent. 
Within  the  compass  of  the  total  war  debt  the  floating 
debt  accordingly  assumed  growing  importance.  Of  the 
whole  credit  granted,  finally  amounting  as  mentioned 
above,  to  a  total  of  139  billion  marks,  more  than  40 
billions  had  been  raised  by  means  of  short  term  treas- 
ury bills. 

As  is  apparent  from  the  table  hereafter  this  sum  in 
the  meantime  has  risen  to  80  billion  marks.  There  are, 
moreover,  the  floating  debts  of  the  Federal  States  to  be 
considered,  which  amount  to  22.5  billion  marks.. 

The  total  debts  being  distributed  as  follows : 

The  German   Empire  :  in  billion  marks : 

Consolidated   debt    90 

Floating  debt  80  170 

The  Federal  States: 

Consolidated   debt    17.S 

Floating  debt  12.5  30 

Communal  Bodies : 

Consolidated   debt    12.S 

Floating  debt    10.  22.5 

222.5 

So  we  see  that  the  public  debt  of  Germany  since  tlie 
beginning  of  the  war  has  risen  from  34.5  billions  to 
222.5  billion  marks.  Annually  ten  billion  marks  have  to 
be  raised  merely  to  pay  the  interest  on  this  debt.  More- 
over, there  are  the  pensions  for  the  men  disabled  in 
the  war  and  for  the  next  of  kin  of  the  killed,  items 
which  will  for  a  long  period  require  an  amount  of 
about  4  4  billions  annually. 

The  redemption  of  the  floating  debt,  having  the  clos- 
est possible  connection  with  Germany's  currency  and 
credit  system,  forms  one  of  the  most  urgent  financial 


needs.  In  order  to  uaderstand  this  connection,  due 
attention  must  be  paid  to  the  change  which  has  taken 
place  in  the  German  monetary  system. 

II. 

Prior  to  the  outbreak  of  the  war  Germany  had  a 
thoroughlv  well  organiied  monetary  system.  On 
July  9th,  1871.  Germany  was  able  to  pass  a  law  relat- 
mg  to  the  introduction  of  tlie  gold  standard,  which 
was  carried  into  effect  and  kept  up  by  a  far-sighted  gold 
—and  discount — policy  of  the  Rciclisbank. 

Thf  old  silver-thaicr  (three  mark  coin),  rcmainine 
legal  tender,  was  gradually  withdrawn  from  circular 
tion.  When  that  process  had  been  finished,  the  German 
Empire  belonged  to  the  few  countries  with  a  genuine 
gold  standard.  The  German  rate  of  exchange  conse- 
quently, always  kept  near  the  gold  par. 

The  standard  was  secured  by  a  considerable  stock 
of  gold  which  the  Reichsbank  had  accumulated  in  the 
course  of  decades  as  a  cover  for  its  circulation  of  notes. 
Owing  to  this  policy  the  gold  reserve  amounted  by 
July  23rd,  1914,  to  1536  million  marks.  Taking  the 
average  for  a  whole  year,  half  of  the  Reichsbank  notes 
in  circulation  were  approximately  covered  by  gold,  the 
proportion  of  gold  to  notes  often  reaching  and  in  the 
quieter  months  exceeding  three-quarters  of  the  entire 
circulation.  In  addition  to  the  stock  kept  by  the  Reichs- 
bank the  amount  of  gold  coins  in  circulation  may  at 
the  time  of  the  outbreak  of  the  war  be  estimated  at 
about  2.5  billion  marks.  Under  such  conditions  the 
German  gold  standard  enjoyed  general  confidence,  not 
only  at  home  but  all  over  the  world. 

Towards  the  end  of  June,  1914,  the  state  of  the 
Reichsbank  presented  a  perfectly  normal  aspect  On 
June  23rd,  1914,  the  total  circulation  of  notes  amounted 
to  1805  million  marks,  which  were  covered  by  1371 
million  marks  of  gold  and  345  million  marks  of  silver 
coins.  Therefore,  the  metallic  reserve  of  the  circula- 
tion was  about  95%.  Among  the  other  assets  figured 
bills  of  exchange,  checks  and  advances  on  securities 
with  a  total  of  810  million  marks.  Furthermore,  the 
Reichsbank  owned  discounted  treasury  bills  to  the 
amount  of  263  million  marks. 

These  favorable  conditions  naturally  changed  during 
the  war.  After  receiving  at  the  outbreak  of  the  war 
205  million  marks  in  gold  from  the  war  fund,  and  the 
gold  coins  in  circulation  having  gradu.illy  flown  into  its 
coffers,  the  Reichsbank  on  October  31st,  1918  had  a 
gold  reserve  of  2550  million  marks  at  its  disposal. 
From  the  beginning  of  the  war  onward  its  visible  stock 
of  gold  had  increased  by  approximately  1200  million 
marks.  As  a  matter  of  fact  a  considerably  larger 
amount  in  gold  coins  has  found  its  way  into  the  Reichs- 
bank, which  has  been  obliged,  however,  to  hand  over  a 
large  sum  of  gold  returning  from  circulation  to  neutral 
countries  and  partly  to  the  German  allies  as  well. 

In  conformity  with  the  conditions  of  the  armistice 
and  in  order  to  secure  food  supplies  from  abroad  the 
Reichsbank  was,  furthermore,  compelled  to  give  up 
1.4  billion  marks  of  its  gold  reserve.  Thus  by  the  end 
of  September,  1919,  the  gold  reserve  of  tlie  Reichsbank 
had  been  reduced  to  about  1.1  billion  marks,  consider- 
ably smaller  a  sum  than  that  which  it  possessed  at 
the  outbreak  of  the  war. 

On  tlie  other  hand,  the  circulation  of  banknotes 
which,  as  mentioned  above,  on  June  23rd,  1914, 
amounted  to  about  1.8  billions  had  risen  to  29.8  billion 
marks  by  September  30th,  1919.  As  a  consequence  of 
this  extraordinary  increase  in  paper  currency  the  pro- 
portion of  gold  to  the  issue  of  banknotes  to-day  is  so 
small  as  to  be  hardly  worth  mentioning. 

The  change  for  the  worse  in  the  conditions  of  the 
Reichsbank  is  most  closely  connected  with  the  in- 
crease in  the  floating  debt  of  Germany.  For  the 
Reichsbank  has  been  compelled  to  take  up  a  consider- 
able part  of  treasury  bills.  On  September  30th,  1919, 
tlie  assets,  comprising  bills  of  exchange,  checks  and 
treasury  bills,  amounted  to  about  34  billions  of  which 


2  billions  at  most  are  likely  to  consist  in  bills  r<f 
exchange  and  checks.  The  remaining  amount  is,  there- 
fore, exclusively  composed  of  treasury  bills  and  accord- 
ingly is  to  be  regarded  as  a  floating  debt  to  the  Reichs- 
bank. 

The  loan-ofEce  notes  (Darlchnskassenscheine)  called 
into  existence  by  law  of  August  4th,  1914,  are  likewise 
closely  connected  with  the  national  debt.  Upon  loans 
granted,  the  loan-office  (Darlehnskassen)  had  on  Sep- 
tember 30th,  1919.  put  into  circulation  notes  to  the 
amount  of  21.3  billions,  of  which  about  9  billion  marks 
were  held  by  the  Reichsbank,  120  million  marks  being 
used  for  other  purposes.  The  remaining  12.2  billions 
were  in  circulation.  Hence  the  total  of  the  paper 
currency  issued  by  the  Reichsbank  and  the  loan-offices 
amounted  to  about  42  billion  marks  by  the  end  of 
September,  1919. 

This,  however,  does  not  cover  yet  the  total  of 
Germany's  paper  money  being  in  circulation  at  pres- 
ent. In  addition  there  are  the  above  mentioned 
"Reichskassensclieine"  the  total  amount  of  which  was 
increased  to  360  millions  during  the  course  of  the  war, 
as  well  as  the  emergency  paper  money,  circulated  by 
communities  and  other  public  bodies.  On  the  whole 
about  43  billion  marks  of  paper  money  are  likely  to 
be  in  circulation  at  present 

The  unfavorable  change  in  the  German  monetary 
system  is  strikingly  demonstrated  by  the  depreciation 
of  the  Reichsmark,  which  for  the  time  being,  reached 
its  lowest  level  about  the  middle  of  September,  1919, 
when  it  was  valued  at  14  pfennigs  on  the  average. 

Apart  from  the  fact  that  the  great  circulation  of 
paper  money  has  to  be  regarded  as  ver>'  unfavorable  in 
itself,  it  has  to  be  noted  that  contrary  to  former  times 
a  considerable  part  of  the  paper  currency  must  be  looked 
upon  as  tied  up.  Whereas  in  times  of  peace  the 
banknotes  and  the  Reichskassenscheine  constituted  only 
a  portion  of  the  circulation,  conditions  have  completely 
changed  afterwards.  Germany's  total  criculation  may 
be  estimated  for  the  middle  of  1914  at  approximately 
7  billion  marks.  Of  this  amount  about  2  billions  were 
banknotes  and  paper  money  (Reichskassenscheine),  3.7 
billions  being  gold  coins  and  about  1.2  billions  silver 
coins.*  To-day  the  circulation  almost  exclusively  con- 
sists in  paper.  Accordingly  a  considerable  part  of  the 
present  paper  currency  serves  as  a  suostitute  for  the 
metal  currency  that  has  been  withdrawn  from  circula- 
tion. Moreover,  contrary  to  pre-war  times,  a  very 
large  part  of  the  paper  money  issued  in  Germany 
has  fluxed  into  foreign  channels.  Belgium  alone  claims 
5.6  billion  marks  for  the  paper  money  withdrawn  there 
from  circulation,  whilst  the  amount  of  German  paper 
currency  kept  by  France  is  estimated  at  approximately 
4  billion  marks.  In  addition  there  are  huge  amounts 
accumulated  in  Switzerland.  Holland  and  Scandinavia. 
Considerable  sums  have  also  recently  gone  to  Spain 
and  to  North  and  South  America.  It  is  hiahly  prob- 
able, therefore,  that  of  the  total  of  42  billion  marks 
of  paper  money  issued,  15  billion  marks  are  kept  out- 
side Germany.  To  the  latter  amount  must  be  added 
another  5  billion  marks  which  are  hoarded  up  by  the 
population.  The  paper  money  actually  circulating  in 
Germany,  therefore,  probably  does  not  exceed  22  billion 
marks. 

This  outline  does  not  intend  to  suggest  that  Ger- 
man financial  conditions  ought  to  be  regarded  as  being 
more  favorable  than  appears  warranted  in  view  of  the 
great  amount  of  paper  money  issued.  But  under  pres- 
ent conditions  it  may  be  expected  that  a  considerable 
portion  of  the  paper  money,  now  passed  into  foreign 
hands,  is  tied  up  by  speculation  and  that  the  sums  in 
Belgian  and  French  possession  may  perhaps  be  con- 
verted into  a  consolidated  debt  by  means  of  loans. 
Hence,  a  reorganization  of  the  German  monetary  sys- 
tem seems,  after  all,  easier  than  the  amount  of  paper 
money  issued  might  lead  to  assume.    It  goes  without 

•On  Jiinp  2^rcl.  1014,  of  the  motnlUo  stock  ISOO  million 
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saying  that  such  a  reorganization  would  not  solve  the 
financial  problem  it  is  also  necessary  to  dwell  upon 
«xtent.  Besides  an  improvement  in  the  state  of  the 
Reichsbank  may  be  expected  from  the  decrease  of 
Germany's  floating  debt.  This  decrease  is  to  be  brought 
about  by  the  proposed  large  levy  on  property  (Reichs- 
notopfor),  and  to  some  extent  by  the  issue  of  the 
premium  loan,  now  being  offered. 

III. 

In  order  to  get  a  proper  idea  of  the  magnitude  of  the 
financial  problem  it  is  also  necessary  to  dwell  upon 
the  revenue  and  expenses  as  provided  for  in  the  budget. 
Nothing  definite,  however,  can  be  said  at  present  on  tliis 
subject.  While  it  is  possible  to  estimate  with  some 
accuracy  a  few  items  all  the  other  figures  must  be 
considered  as  entirely  problematic  under  prevailing 
circumstances. 

The  compilation  made  in  the  following  table  should 
be  regarded  as  an  indication  only  of  the  scope  and  hulk 
of  the  financial  needs  of  Germany  and  of  the  sources 
out  of  which  the  receipts  are  being  expected  to  flow. 

A.    EXPENSES: 

in  billion  marks : 

Sinking   fund    10. 

Death    and    disablement    fund 4.3 

Administration     1.7 

Maintenance  of  the  defence  forces 1.5 

Maintenance  of  the  army  of  occupation..  1.2* 

Gsmpensation  to  officers   02 

Requirements   of   the   Federal    States  and 

Communities    6.5 

25.4 
B.  RECEIPTS : 

Current  receipts  derived  from  taxes  and 
duties  made  up  according  to  tlie  figures 

of  the  last  year  of  peace 1.8 

Estimated  returns  of  23  bills,  submitted  to 
Parliament  1916-19  (coal-,  wine-,  bran- 
dy-, and   traffic-tax.   etc.) 5.9 

Receipts    from    the    Reichsbank    and    the 

loan-offices    (Darlehnskassen)    1. 

Turnover    tax    3. 

Interest  saved  or  receipts  of  interest  ac- 
cruing from  tlie  levying  of  property....  2.5 

Revenue  taxes   4.5 

Tax  collections  of  the  Federal  States  and 

Communities    3. 

Income  Uxes  of  the  State  and  other  taxes 

under  consideration   3.1 

24.8 

Not  considering  the  obligations  arising  from  the 
conditions  of  peace  (except  the  expenses  for  the  main- 
tenance of  the  army  of  occupation)  the  total  receipts 
according  to  the  above  statement  appear  to  be  6()0 
million  marks  less  than  the  expenses.  However,  the 
fact  must  not  be  overlooked  that  the  draft  of  this 
budget,  as  indicated  above,  is  only  made  hypothetically 
and  that  it  is  impo?sible  to  foresee,  which  proportion 
of  the  estimates  will  be  reached  under  prevailing  con- 
ditions, inasmuch  as  the  "flight  of  capital"  to  foreign 
countries  going  on  since  the  revo'ution  broke  out  will 
probably  also  influence  Germany's  taxing  power  in  a 
very  unfavorable  sense. 

In  judging  the  financial  position  of  German.v,  the 
obligations  towards  allied  nations,  occupied  territories 
and  neutral  countries,  incurred  since  the  war,  have  also 
to  be  considered ;  as,  for  instance,  the  obligations  aris- 
ing from  the  issue  of  notes  in  Turkey  in  connection 
with  the  handing  over  of  German  treasury  hills.  These 
treasury  bills,   now  being   in   the   hands   of   the   Dotte 

•The  obllfratlons  arlalng  from  the  rondlttona  of  pence 
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Publique,  are  redeemable  in  gold  within  a  period  of  12 
years.  The  total  amount  of  this  obligation  alone  largely 
exceeds  the  present  gold  reserve  of  tlie  Reichsbank. 
On  the  other  hand  in  accordance  with  the  conditions 
of  peace  Germany's  claim  against  Turkey  had  to  be 
transferred  to  the  Allies.  (Art.  261.)  Similar  obli- 
gations arise  from  the  circulation  of  paper  money  in 
countries  which  were  occupied.  Germany,  for  instance, 
has  guaranteed  the  redemption  of  almost  760  million 
marks  of  loan-office-notes,  circulated  by  the  Darlehns- 
kassen Ost.  Furthermore  Germany  has  pledged  herself 
to  redeem  at  par  in  marks  about  800  millions  of  Polish 
loan-office  notes  issued  during  the  German  adminis- 
tration. 

Another  obligation  exists  towards  Roumania  out  of 
the  circulation  of  lei-notes,  issued  by  the  Banca  Gtn- 
crala  Romana,  and  out  of  a  balance  due  to  llie  Banca 
Nationala  Romana  by  the  Reichsbank.  The  total  of  this 
debt  may  be  put  down  at  about  1.3  billion  marks.  Ger- 
many is  furthermore  indebted  to  the  Ukraine  through 
the  circulation  of  paper  money  to  the  extent  of  400 
million  marks.  The  same  applies  to  the  above  men- 
tioned outflow  of  German  paper  money  into  Belgium 
and  France,  as  well  as  to  the  short  term  credits  opened 
to  Germany  in  various  forms  by  neutral  countries.  For 
all  these  obligations  Germany  or  the  Reichsbank,  on 
which  the  country's  monetary  system  rests,  are  ulti- 
mately responsible. 

IV. 
A  strict  examination  of  the  economic  position  of  Ger- 
many is  bound  to  take  also  into  account  the  financial 
obligations  imposed  upon  the  country  by  the  conditions 
of  peace.  Twenty  billion  marks  in  gold  have  to  be 
paid  until  May  1921.  Of  this  amount  the  value  of 
goods  delivered  by  Germany  in  conformity  with  the 
conditions  of  the  armistice  must  be  deducted,  how- 
ever, as  well  as  the  values  of  the  work  of  reconstruc- 
tion, as  provided  for  by  the  peace  treaty. 

The  following  items  will  go  to  Germany's  credit : 
Supplies   delivered  under  the  terms   of   the   armistice. 
Mercantile  fleet. 

Pre-war  debts  due  to  Germany  on  account  of  foreign 
commerce   and    trade,    less    the    amount   owed    by 
Germany  herself. 
Liquidated  property. 
Debts  of  Germany's  former  allies,  ceded  to  allies  and 

associated  powers. 
Qaims  arising  from  the  taking  over  of  the  State  debt 
of  the  countries  to  be  ceded    (Art.  255-57  of  the 
conditions  of  peace.) 
Value   of   coal   to  be   furnished   by  Germany. 

On  the  other  hand  such  food  stuflFs  and  raw  mate- 
rials as  may  in  the  opinion  of  her  principal  creditors, 
render  Germany  capable  of  reparation,  are  charged  to 
her  account.  The  amount  of  the  first  instalment  of  the 
mdemnity  of  war  cannot  be  estimated  at  present.  It 
will  have  to  be  fixed  in  due  time  by  the  Commission 
of  Reparation. 

By  a  further  proviso  of  the  conditions  of  peace  Ger- 
many is  compelled  to  hand  over  to  the  allies  gold 
bearer  bonds  to  the  value  of  40  billion  marks,  on 
which  an  mterest  of  2!^'/o  has  to  be  paid  from  1921  to 
1926  and  of  5%  from  1926  onward.  These  bonds  are 
to  be  redeemed  in  30  years  from  the  latter  date  at  the 
rate  of  17o.  A  second  series  of  gold  bearer  bonds  to 
the  amount  of  40  billion  marks  has  been  provided  for, 
in  case  the  Commission  of  Reparation  should  feel  con- 
vinced that  Germany  can  afford  to  pay  the  interest 
on  and  the  redemption  of  such  an  additional  charge. 
For  the  present  this  latter  provision  might  be  regarded 
as  a  matter  of  secondary  importance.  "The  war  debt 
payable  to  Belgium,  however,  requires  immediate  atten- 
tion. The  exact  amount  has  not  yet  been  fixed,  but 
the  sum  in  question  is  likely  to  be  about  10  billion 
marks. 

These  various  financial  obligations  will  very  heavily 
weigh  on  Germany  as  she  is  at  the  same  time  compelled 
to  deliver  a  great  quantity  of  goods  without  any  com- 
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penMtion.  and  u  her  economic  strength  and  taxing 
power  are  being  greatly  reduced  by  the  loss  of  agri- 
cultural and  industrial  territory.  This  better  than 
anything  else  reveals  the  extent  of  the  financial  prob- 
lem and  the  difficulties  of  its  solution. 


It  has  to  be  borne  in  mind,  however,  that  the  Ger- 
man people  still  possess  certain  abilities  and  capaci- 
ties which  will  make  it  fit  for  great  achievements. 
Moreover,  it  must  be  remembered  that,  although  her 
population  severely  suffered  tlirough  the  events,  having 
taken  place  since  August  1914.  Germany  did  not  com- 
pletely collapse  neither  during  the  war  nor  under  the 
influence  of  the  revolution.  The  terror  responsible 
for  the  destruction  of  huge  values  and  the  breakdown 
of  the  entire  social  order  in  Russia,  could  be  kept  at 
bay  in  Germany.  This  fact  is  the  more  noticeable  as 
in  Germany  the  change  of  system  occurred  with  even 
greater  rapidity  than  in  Russia,  where  the  population 
for  more  than  a  decade  had  been  prepared  for  a  great 
upheaval.  It  is  true  that  under  the  influence  of  these 
events  a  weariness  of  labor  and  a  general  disinclina- 
tion to  work  have  manifested  themselves  in  Germany, 
formerly  so  highly  reputed  for  her  laboriousness.  This 
has  found  a  visible  expression  in  many  strikes  and  has 
put  its  stamp  on  the  entire  economic  life  of  the  coun- 
try. It  must,  however,  be  realized  that  there  we  have 
to  do  with  a  morbid  stale  of  mind,  caused  by  5  years' 
malnutrition,  which  is  bound  to  disappear  as  soon  as 
the  food  conditions  of  the  country  have  been  improved 
Notwithstanding  the  continuance  of  disturbances  in 
the  labor  market  signs  of  improvement  are  already  ap- 
parent. Laborers  are  beginning  to  recognize  that  the 
system  of  wages  paid  by  the  hour  together  with  a 
shorter  working  time  brings  them  disadvantage  rather 
than  advantage.  The  industrious  and  intelligent  work- 
man is  quite  aware  that  this  deprives  him  of  the  chance 
of  securing  for  himself  a  larger  material  gain  in  ac- 
cordance with  his  superior  ability.  This  explains  why 
in  many  concerns  it  is  just  the  workman  who  desires 
the  re-introduction  of  piece-work.  It  may,  therefore 
be  expected  that  the  old  methods  will  shortly  be  re- 
adopted  and  lead  to  a  considerable  increase  of  pro- 
duction. 

For  the  present,  however,  insufficient  coal  production 
is  still  a  factor  seriously  arresting  the  industrial  re- 
vival. The  production  of  coal  in  the  Saar  district 
which  formerly  covered  almost  T7o  of  Germany's  total 
output,  has  ceased  to  be  of  avail  to  that  country.  Fur- 
thermore, there  were  prolonged  strikes  in  the  remain- 
ing mining  districts  in  spring  of  this  year,  followed  in 
October  by  another  strike,  though  shorter,  in  Upper 
Silesia,  that  brought  about  a  great  decrease  in  the 
production.  Besides  the  amount  of  labor  done  in  the 
coal  mines  has  tremendously  fallen  off  in  consequence 
of  the  cutting  down  of  the  work  shifts  to  l^/i  hours 
and  also  on  account  of  the  fact  that  thousands  of  war 
prisoners,  who  were  formerly  occupied  in  the  mines, 
are  not  employed  any  longer.  Another  factor  is  the 
migrating  of  workmen  to  other  industries  offering  rela- 
tively better  wages  to  them.  Thus  the  first  half  year 
of  1919,  when  compared  with  the  same  period  of  the 
previous  year,  shows  a  decrease  in  the  coal  production 
of  Germany  (excluding  Alsace-Lorraine)  of  31.24  mil- 
lion tons.  During  the  last  few  months,  however,  the 
production  has  decidedly  improved. 

The  output  of  the  mines  worked  by  the  Rhenish- 
Westphalian  Coal  Syndicate  amounted 


in  April 
to         2.10 


May 
S.77 


June 
5.55 


July 

6.63  million  tons 


In  upper  Silesia  too,  the  present  daily  output  ex- 
ceeds that  before  the  last  strike.  This  development 
may  be  valued  as  a  symptom  of  improvement,  al- 
though a  much  larger  increase  in  production  is 
requisite,  if  the  coal  famine  is  to  be  relieved.  This 
will  necessitate  the  recruiting    of    additional    labor 


forces.  Until  now  it  has  not  been  possible  to  fill  up 
all  the  gaps  beaten  in  the  ranks  of  labor,  whilst 
moreover,  dwelling  houses  have  to  be  built  for  the 
new  workers  to  be  employed.  Hence  it  appears  in 
what  vicious  circle  the  whole  economic  life  moves. 

So,  for  instance,  various  building  materials,  espe- 
cially cement  and  bricks,  cannot  be  produced  in  suffi- 
cient quantities.  Of  cement  about  1-lOth  only  of 
what  is  required  can  be  supplied.  In  the  brick  in- 
dustry likewise  only  1-lOth  of  the  brickyards  are 
kept  going  for  want  of  fuel.  The  need  of  building 
material  in  its  turn  checks  the  building  power,  which 
in  addition  is  curtailed  by  the  high  cost  of  building. 
The  conditions  of  traffic  are  similarly  unfavorable. 
The  scarcity  of  coal  has  also  influenced  the  output 
of  iron.  Nevertheless  the  production  of  iron  has 
been  gradually  increasing,  as  is  shown  by  the  fol- 
lowing table  (in  1000  tons): 

Rolling  Semi-manu- 
Pig  Ingot  Mill         factured 

1919  Iron  Iron      Products    Articles 

May    «...  525  603  459  48 

June    527  643  441  60 

July  575  796  555  67 

August  „...  569  740  537  68 

The  shortage  of  coal  and  iron  further  hinders  the 
manufacturing  of  tools  and  engines,  thereby  restrict- 
ing the  repairing  and  constructing  of  rolling  stock. 
Railway  construction  has  been  hampered,  too.  by  a 
great  decline  in  the  production  of  labor.  Conse- 
quently the  railroad  cars  and  locomotives  sent  to 
the  shops  for  repair  are  returned  with  great  delay, 
thus  causing  a  shortage  of  freight  cars  to  be  used 
for  the  conveyance  of  coal. 

VL 

However  unfavorable  the  preceding  figures  may 
be,  yet  the  increase  of  production,  which  can  be  no- 
ticed in  the  last  few  months,  harbingers  the  begin- 
ning of  improvement  and.  as  stated  above,  the  re- 
adoption  of  piece-work  will  largely  contribute  to  a 
speedy  progress  of  this  upward  movement. 

The  revival  of  foreign  trade  is  of  paramount  im- 
portance for  the  economic  and  financial  restoration 
of  Germany.  Germany  needs  large  quantities  of 
food  in  order  to  again  make  her  population  able  to 
work  and  capable  of  production.  Furthermore,  an 
increased  import  of  raw  materials  is  indispensable 
for  a  resuscitation  of  her  industries.  This  is  the 
primary  condition  for  the  essential  increase  of  ex- 
ports, which  until  now  have  remained  ominously  be- 
hind the  imports.  Thus  in  July,  1919,  imports  aggre- 
gated in  round  numbers  1.3  million  tons  to  a  value 
of  2  billion  marks,  whereas  only  0.9  million  tons 
were  exported  to  a  value  of  about  564  million  marks. 
When  compared  with  the  period  from  January  to 
July  of  the  previous  year,  figures  are  as  follows: 

Imports Exports 

in  1000     in  million  in  1000     in  million 

tons           marks  tons         marks 

1919  3776            5421  4259            2642 

1918  11940            4394  15400            2830 

The  above  comparison  gives  an  idea  of  the  strik- 
ing fact  that  until  July  of  the  current  year  the  quan- 
tity of  imports  remained  8.2  million  tons  behind  that 
in  the  corresponding  period  of  the  preceding  year. 
Still  their  value  was  greater  by  over  a  thousand 
million  marks.  The  same  aspect  is  shown  by  the 
exports.  Whereas  in  compari.son  to  the  previous 
year  the  quantity  was  smaller  by  11.1  million  tons, 
the  difference  in  value  amounted  to  only  188  million 
marks  to  the  disadvantage  of  the  current  year.  This 
striking  difference  in  the  quantity  of  imports  and 
exports  is  to  be  explained  by  the  changes  that  have 
taken  place  within  a  year.  The  exchange  of  goods, 
during  the  past  year,  still  very  lively  between  Ger- 
many and  the  countries  then  allied  to  her,  probably 
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played  a  very  important  part  in  this  connection.  The 
fact  that  notwithstanding  the  extraordinary  diminu- 
tion of  the  quantity  in  the  current  year,  the  value  of 
the  imports  was  still  by  over  a  thousand  millions 
more,  whilst  the  value  of  the  exports  was  only  188 
million  marks  less,  is  to  be  accounted  for  chiefly  by 
the  depreciation  which  the  German  monetary  stand- 
ard has  experienced  in  the  course  of  the  last  year. 

Apart  from  this  one  conclusion  may  be  drawn 
from  the  figures,  namely,  that  as  already  observed 
above  the  imports  exceed  the  exports  very  consid- 
erably both  in  value  and  in  quantity,  the  more  so  as 
the  enormous  illegitimate  import  of  goods  across 
the  Rhine  border,  naturally  not  comprised  by  sta- 
tistics, has  not  been  included  in  these  figures. 

In  this  connection  it  has  to  be  borne  in  mind  that 
the  development  of  the  balance  of  trade  in  the  near 
future  will  be  unfavorably  influenced  by  the  fact 
that  Germany's  possession  of  foreign  securities  is 
more  and  more  getting  exhausted.  The  unfavorable 
condition  created  by  the  great  surplus  of  imports 
against  exports  will,  therefore,  make  itself  all  the 
more  severely  felt  as  the  credits  arising  from  the 
sale  of  foreign  securities  are  decreasing  more  and 
more. 

VII. 

Yet  all  these  factors  may  in  due  time  be  counter- 
balanced by  other  more  favorable  circumstances. 
Apart  from  the  German's  laboriousness  it  is  his  high 
technical  ability  which  has  gained  for  him  great 
fame  all  over  the  world.  The  success  attained  is 
due  to  an  extensive  scientific  training  as  well  as  to 
the  indefatigable  labor.  The  very  compulsion  aris- 
ing from  the  economic  and  financial  distress  will 
most  decidedly  call  forth  material  improvement. 

For  all  that  neither  German  industrial  activity  nor 
the  development  of  German  technical  arts  would 
enable  the  country  to  master  the  great  difficulties,  if 
not  her  geographic  situation,  which  in  a  political 
respect  has  had  many  drawbacks  for  Germany, 
would  procure  her  a  great  advantage  now  that  the 
economic  life  of  the  whole  of  Europe  must  be  neces- 
sarily restored  to  a  sound  condition.  Under  the 
present  conditions,  however,  Germany  being  -too 
badly  weakened,  both  economically  and  financially, 
would  not  be  able  to  make  use  of  the  opportunities 
offered  to  her  by  her  central  position.  However, 
as  the  economic  relations  between  the  United  States 
and  Europe  appear  to  call  for  a  radical  change, 
America  in  order  to  fulfil  her  mission  of  playing  the 
leading  part  in  the  restoration  of  the  economic  life 
in  Europe,  had  best  start  her  activities  from  the  cen- 
ter of  Europe. 

It  is  quite  evident  that  Germany  lends  herself  best 
to  this  purpose,  because  it  is  easier  to  supply  the 
whole  of  Europe  from  Germany  than  from  any- 
where else,  for  German  industrial  activity  and  the 
high  attainments  of  German  technics  can  be  best 
made  use  of  for  the  solution  of  this  great  problem. 
Not  only  will  the  German  people  be  rendered 
capable  of  willingly  and  gladly  setting  to  work 
again,  but  at  the  same  time  it  will  be  placed  in  a 
position  to  fulfil  the  conditions  imposed  upon  it  by 
the  treaty  of  peace.  There  is  no  doubt  but  that  the 
carrying  out  of  the  conditions  of  peace  is  a  vital 
question  for  the  majority  of  the  European  nations, 
and  for  this  very  reason  it  is  largely  in  the  United 
States  direct  interest  that  Germany  as  soon  as  pos- 
sible should  be  placed  in  a  position  to  once  more 
reach  the  highest  degree  of  her  economic  develop- 
ment. 

In  the  second  place  it  is — leaving  apart  the  newly 
formed  connecting  link.  Poland — Germany's  neigh- 
borhood to  Russia  and,  above  all  that,  the  exact 
knowledge  of  Russian  conditions  possessed  by  Ger- 
many, which  the  United  States  will  be  able  to  suc- 
cessfully avail  themselves  of,  when  it  comes  to  the 
opening  up  of  Russia.  In  fact  this  has  been  one  of 
the  American  aims  for  a  long  time  past 


Taking  into  consideration  the  huge  wealth  of 
Russia  as  regards  products  and  treasures  of  the  soil, 
it  is  evident  that  by  means  of  co-operation  possi- 
bilities may  be  created,  through  which  the  tremend- 
ous losses  of  the  war  can  be  made  good  to  a  consid- 
erable extent,  if  not  completely,  within  a  compara- 
tively short  space  of  time.  Thus  the  carrying  out  of 
the  conditions  of  peace  would  be  made  possible  for 
Germany  of  course  in  so  far  as  their  fulfilment  is  at 
all  reasonable.  As  stated  above  such  a  shaping  of 
affairs  is  not  only  to  the  benefit  of  the  European 
creditors  of  Germany,  but  would  just  as  much  re- 
dound to  the  advantage  of  the  United  States,  as  the 
Union  has  through  the  war  become  a  world  creditor 
to  an  extent  hitherto  unknown  and  is,  therefore, 
highly  interested  in  the  financial  recuperation  of 
Europe. 

VIII. 

The  assumption  widely  prevalent  in  America  that 
Germany  will  in  a  short  time  recover  from  the  blows 
of  the  war  and  will  soon  enter  anew  upon  a  flourish- 
ing period,  takes  no  account  of  the  actual  facts.  The 
losses  Germany  has  suffered  in  consequence  of  the 
war  are  too  enormous  and  the  burdens  she  will  have 
to  bear  in  future  are  too  heavy  for  her  to  regain  her 
old  position  in  the  international  market  within  a 
measurable  distance  of  time.  Even  under  the  most 
favorable  conditions  the  process  of  recovery  and  re- 
cuperation will  take  a  number  of  decades.  Her 
financial  weakening  alone  will  prevent  Germany, 
especially  in  regard  to  .America,  from  being  able  to 
come  forward  as  a  competitor  of  importance.  The 
start  which  the  United  States  have  won  is  too  con- 
siderable and  their  national  resources  are  too  rich 
for  German  competition  ever  to  become  again  an 
important  factor  as  far  as  America  is  concerned. 
Moreover,  as  the  United  States  take  part  in  the 
restoration  of  European  economic  life  by  securing 
a  firm  footing  in  Germany  and  there  take  part  in 
the  solution  of  the  industrial  problems,  presenting 
themselves,  this  proceeding  will  offer  the  surest 
g^uarantee  that  the  restoration  of  the  economic  and 
financial  position  of  Germany  will  be  principally  to 
the  benefit  of  America.  This  footing  would  nat- 
urally be  attained  by  the  investment  of  American 
capital  in  Germany.  Consequently  a  restoration  of 
Germany's  economic  life  would  in  two  ways  be  ad- 
vantageous to  the  United  States.  First  as  regards 
the  profits  on  the  investment  of  capital,  and  secondly 
owing  to  the  improvement  of  the  German  rate  of 
exchange.  On  account  of  such  a  participation  it 
would  at  the  same  time  be  possible  to  bring  the 
economic  development  of  Germany  into  harmony 
with  the  American  economic  policy. 

Among  the  reasons  speaking  for  a  far-reaching 
support  to  be  accorded  to  Germany,  the  political 
side  needs  to  be  considered  as  well.  In  Germany  it 
will  have  to  be  decided  whether  the  Bolshevist  move- 
ment, emanating  from  Russia,  is  to  be  brought  to  a 
standstill  or  to  spread  further  westward.  It  is  in  the 
interest  of  America  that  such  a  dissemination  be  pre- 
vented, as  quite  apart  from  a  possible  spreading  of 
this  movement  to  other  continents,  political  revolu- 
tions of  that  sort  would  render  the  sale  of  American 
product  in  Europe  still  more  difficult  as  already  is 
the  case  now.  In  this  connection  the  fact  is  of  spe- 
cial significance  that  in  Germany  adherents  to  the 
communist  idea  are  still  comparatively  few  in  num- 
ber. The  true  cause  of  the  labor  movement  rests 
upon  a  basis  not  at  all  idealistic,  but  eminently  mate- 
rial. The  whole  of  the  population  has  suffered  most 
severely  under  a  blockade  of  five  years,  particularly 
the  working  masses  in  the  industrial  centers.  The 
love  for  labor  has  been  lost  in  consequence.  The 
only  means  to  improve  the  unsound  conditions, 
prevalent  in  wide  circles  of  the  population,  is  to 
provide  the  people  with  food.  If  food  is  suffi- 
ciently supplied,  the  danger  of  an  extension  of  the 
communist  movement,  aiming  at  the  destruction  of 
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the  existing  order  of  society,  will  not  only  be  neu- 
tralized, but  the  diligence  by  which  the  German 
worker  has  at  all  times  been  characterized,  will  be 
displayed  once  more  again. 

In  spite  of  the  present  unfavorable  financial  and 
economic  situation  of  Germany,  the  United  States 
for  various  reasons  have  a  very  far-reaching  inter- 
est in  the  restoration  of  German  economic  life. 
Neither  the  American  government  nor  American 
financial  circles  have  any  doubt  but  that  the  United 
Sutes  will  be  compelled  to  invest  an  extensive 
amount  of  capital  in  Europe,  if  they  wish  their 
economic  prosperity  secured. 

To  conclude,  the  economic  restoration  of  Germany 
is  a  question  of  vital  concernment  for  the  whole  of 
Europe  and  of  the  greatest  importance  to  the  United 
States.  The  economic  healing  process  of  Europe 
must  accordingly  proceed  from  Germany,  since  only 
in  this  way  tlie  most  difficult  financial  problem  with 
which  the  world  has  ever  been  confronted,  can  be 
solved.  The  financial  risk  the  United  States  under- 
take by  investing  their  capital  in  Germany  must  be 
considered  from  this  point  of  view.  It  appears  only 
slight  in  comparison  to  the  many  advantages  which 
a  financial  policy  of  that  kind  holds  out. 

Railway  Earnings. 

As  a  result  of  the  coal  strike  the  earnings  of 
the  railroads  in  the  month  of  November  were  ex- 
tremely unfavorable.  The  Eastern  railroads  were 
especially  hard  hit  as  they  failed  to  earn  operating 
expenses  and  taxes  by  over  $4,000,CXX).  For  the 
eleven  months  ended  November  30,  1919,  Class  1 
railroads  earned  only  61  per  cent  of  their  govern- 
mental rental.  The  Western  district  roads  made 
relatively  the  best  showing,  earning  69  per  cent 
of  the  rental,  while  the  Southern  district  roads 
earned  44  per  cent,  and  the  Eastern,  49j/j  per 
cent.  As  it  is  expected  that  the  December  figures 
will  not  be  good,  it  seems  probable  that  the  Rail- 
road Administration  will  face  a  deficit  of  at  least 
$400,000,000  for  the  year  1919,  as  compared  with 
a  deficit  of  $235,000,000  in  1918. 

The  steady  decline  in  the  earning  power  of  the 
railway  industry  is  strikingly  set  forth  in  the  fol- 
lowing comparison  which  shows  that,  notwith- 
standing a  continued  increase  in  operating  rev- 
enues, net  operating  income  has  steadily  dimin- 
ished. 

Total  Operating  Net  Operating 

Revenues  Income 

11  months  ended  Nov.  30.  1917..  I3.7U.000.000  $910,000,000 

11   months  ended  Nov.  30.  1918..     4,473.000.000  662.000.000 

11  months  ended  Nov.  30.  1919..     4,731,000,000  503.000,000 

The  increase  in  operating  revenues  has  been 
27  per  cent,  the  decrease  in  operating  income  has 
been  53  per  cent.  The  seriousness  of  the  situa- 
tion is  the  more  apparent  when  it  is  realized  that 
108  out  of  165  Oass  1  roads  are  not  earning  their 
fixed  charges. 

A  few  companies  during  1919  have  been  able 
to  make  a  better  showing  than  they  did  in  1918. 
For  example,  the  Pere  Marquette  in  1918  earned 
91  per  cent  of  its  standard  return,  and  for  eleven 
months  of  1919  earned  191  per  cent.  The  Michi- 
gan Central  earned  158  per  cent  in  1918  and  212 
per  cent  in  1919.  On  the  other  hand,  the  North- 
em  Pacific,  which  earned  91  per  cent  of  its  stand- 


ard return  in  1918,  earned  only  62  per  cent  in 
1919;  and  the  Southern  Railway  has  dropped 
from  1 58  to  52  per  cent. 

The  Director  General  recently  called  attention 
to  certain  special  conditions  which  have  alTected 
the  earnings  of  the  roads  in  the  last  two  years. 
During  19l8  war  considerations  were  paramount. 
In  the  first  six  montlts  of  1919  there  was  a  sudden 
and  abnormally  heavy  slump  in  traffic  during 
which  large  deficits  occurred.  The  next  four 
months  were  much  more  favorable  and  the  results 
were  such  that  a  small  increase  in  rates  would 
have  avoided  any  deficit  to  the  Administration; 
but  in  November  and  December  a  very  severe 
falling  oflf  in  traffic  was  accompanied  by  enor- 
mously increased  expenses  of  operation. 

A  member  of  the  Interstate  Commerce  Com- 
mission has  issued  a  public  statement  to  the  etiect 
that  if  the  railroads  are  granted  a  general  in- 
crease of  25  per  cent,  which  he  understands  will 
be  sought,  such  increase  will  cost  the  consumers 
of  the  United  States  something  over  four  billion 
dollars  and  increase  the  family  budget  by  about 
$215  a  year.  The  reliability  of  these  figures  may 
well  be  doubted.  Mr.  Julius  Kruttschnitt,  Presi- 
dent of  the  Southern  Pacific  Company,  has  pre- 
pared statistics  indicating  conclusively  that  in- 
creased freight  rates  do  not  account  for  the  great 
increases  in  the  cost  of  living.  In  1914  the  aver- 
age value  of  freight  carried  by  the  railroads  was 
$56  a  ton  and  the  money  spent  for  transporting 
the  average  ton  was  $2.  In  1919  the  average  ton 
of  freight  was  worth  $119  and  the  cost  of  its 
transportation  was  $2.80.  The  cost  of  the  com- 
modity ton  thus  increased  $63,  out  of  which  the 
railroad  received  only  eighty  cents  additional.  In 
other  words,  only  1.3  cents  out  of  every  dollar 
of  increase  in  the  value  of  commodities  in  1919 
was  caused  by  increased  freight  charges  and  the 
responsibility  for  the  remaining  98.7  cents  out  of 
every  dollar  must  be  sought  elsewhere.  Rela- 
tively, freight  rates  declined,  since  3.6  per  cent 
of  the  total  co.st  in  1914  was  consumed  by  trans- 
portation, whereas  in  1919  only  2.4  per  cent  was 
so  spent. 

In  any  event,  since  the  principle  is  generally 
accepted  in  this  country  that  the  railroads  should 
be  supported  through  rates  rather  than  by  con- 
tributions from  the  national  treasury,  an  increase 
in  rates  cannot  be  avoided. 

Pending  Railroad  Legislation. 

The  joint  conference  committee  which  is  con- 
sidering the  diverse  railroad  bills  which  passed 
the  Senate  and  House  last  year,  is  composed  of 
the  following:  Senators  Cummins,  Poindextcr, 
Kellogg,  Pomerene  and  Robinson,  and  Repre- 
.sentatives  Esch,  Hamilton,  Winslow,  Sims  and 
Barkley.  Up  to  the  time  of  writing,  the  confer- 
ence has  tentatively  agreed  on  the  continuance 
of  the  present  standard  return  for  a  period  of 
si.x  months  after  the  termination  of  Federal  con- 
trol, and  on  certain  minor  points,  but  no  agree- 
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ment  has  been  reached  in  regard  to  the  conten- 
tious rate  and  labor  provisions. 

Unless  the  conferees  produce  a  bill  which  af- 
firmatively restores  credit,  all  other  provisions  are 
inconsequential.  Since  Federal  control  pre- 
sumptively will  terminate  at  the  end  of  the  cur- 
rent month  an  extension  of  the  standard  return  is 
absolutely  imperative;  but  considerably  more  fi- 
nancial protection  is  required.  In  our  judgment, 
the  following  additional  safeguards  are  neces- 
sary to  save  railroad  credit  from  collapse. 

(1)  Provide  a  new  Revolving  Fund  of  from  750  mil- 
lion to  a  billion  dollars,  to  take  care  of  obliga- 
tions maturing  in  1920,  and  to  finance  essential 
additions  and  betterments.  The  proposed  $300,- 
000,000  is  wholly  inadequate,  for  a  single  large 
system  will  require  nearly  $150,000,000  this  year. 

(2)  Fund  for  a  term  of  years  the  indebtedness  which 
the  carriers  owe  the  Government  for  additions, 
betterments  and  extensions,  and  provide  each 
road  with  working  capital  on  the  basis  of  at 
least  one  month's  operating  expenses — an  amount 
estimated  at  $353,000,000. 

(3)  Establish  a  rule  for  rate  making  that  will  be  an 
assurance  to  the  investor  and  a  guide  to  the  In- 
terstate Commerce  Commission. 

The  necessity  for  such  a  rule  has  been  stressed 
by  Commissioner  Clark  and  more  recently  by 
Judge  Prouty,  both  of  whom  have  had  many 
years  of  experience  in  applying  the  existing  law. 
Director  General  Hines  also  believes  it  essential. 
In  an  address  before  the  Association  of  the  Bar 
of  the  City  of  New  York,  on  January  7th,  in  dis- 
cussing the  rate  question,  he  spoke  in  part  as  fol- 
lows : 

"I  believe  there  must  be  a  definite  standard  by  which 
the  reasonableness  of  the  general  rate  level  can  be  meas- 
ured. In  the  past  there  has  been  no  appreciable  stand- 
ard. Plausible  arguments  could  be  made  against  any 
increase  that  was  sought  under  any  conditions.  The 
rate-making  body  had  to  take  all  the  responsibility  and 
odium  of  creating  a  standard  as  well  as  applying  it. 
In  my  opinion  Congress  itself  should  establish  a  gen- 
eral but  workable  standard  and  leave  to  the  rate-making 
body  the  application  of  this  standard  according  to  the 
facts." 

The  lack  of  a  standard  is  doubtless  responsible 
for  most  of  the  financial  troubles  of  the  railroads 
in  tlie  past.  In  its  decision  in  the  Eastern  Rate 
Case  of  July,  1914,  the  Interstate  Commerce  Com- 
mission held  that  the  net  operating  income,  which 
was  5.36  per  cent  on  the  investment,  was  less 
than  that  demanded  in  the  public  interest  and  in- 
adequate as  a  credit  base.  Yet,  the  railroads,  as 
a  whole,  had  not  earned  as  much  as  5.36  per  cent 
in  any  year  between  1911  and  1916;  while  the 
compensation  payable  during  Federal  control  (be- 
ing the  average  earnings  of  1915,  1916,  1917)  is 
equal  to  a  return  on  the  property  investment  of 
only  5.22  per  cent.  The  actual  earnings  of  the 
roads  today  are  about  3  per  cent. 

The  deadlock  in  the  conference  on  the  rule  for 
rate-making  arises  from  the  fact  that  the  Senators 
are  standing  out  for  a  fixed  percentage  minimum 
return  with  a  division  of  the  profits  in  excess  of 
6  per  cent,  to  which  the  House  conferees  are  un- 


derstood to  be  opposed.  That  Mr.  Hines  sympa- 
thizes with  the  Senate  bill  is  evident  from  his 
New  York  address  in  which  he  alluded  to  this 
question  as  follows: 

"I  believe  that  there  will  not  be  a  prompt  and  liberal 
treatment  of  rate  questions  until  profits  clearly  in  ex- 
cess of  a  fair  return  are  appropriated  in  part  to  the 
public  interest." 

The  railroad  problem  before  Congress  is  of 
such  importance  to  the  welfare  of  the  country  that 
it  would  be  far  better  to  enact  an  emergency  meas- 
ure extending  Federal  control  or  the  Federal 
guaranties  beyond  March  1st  than  to  pass  hastily 
legislation  that  is  clearly  inadequate. 

Needed  Facilities. 

The  need  for  facilities  and  for  conditions  which 
will  make  railway  investments  attractive  to  in- 
vestors are  very  well  set  forth  below: 

"The  railroads  of  this  country  must,  in  the  immediate 
future,  be  very  largely  extended  and  improved;  ad- 
ditional facilities  must  be  provided  to  meet  the  in- 
creased demands  which  will  be  made. 

"This  will  require  the  outlay  of  vast  sums  of  capital; 
and  this  capital  must  come  mainly,  not  from  the  earn- 
ings of  the  railroads,  from  the  investing  public.  We 
can  provide  by  legislation  the  sort  of  cars  which  a  rail- 
road shall  use  and  the  rates  which  it  shall  impose ;  we 
cannot  by  legislation  force  one  single  dollar  of  private 
capital  into  railroad  investment  against  its  will. 

"Capital  will  seek  investment  in  this  field  for  exactly 
the  same  reason  that  it  will  in  any  other;  namely,  upon 
the  expectation  of  making  a  profit  out  of  the  invest- 
ment. It  is  not  necessary  that  the  return  should  be 
large ;  but  it  is  necessary  that  it  should  be  certain ;  that 
the  people  who  put  their  money  into  this  form  of  in- 
vestment shall  feel  confident  of  fair  and  honest  treat- 
ment. 

"A  want  of  adequate  railway  facilities  would  mean 
industrial  paralysis.  Unless  they  are  provided  when 
needed  the  government  will  find  itself  confronted  with  a 
demand  from  all  sources — from  the  merchant,  the 
manufacturer,  the  farmer — which  will  force  it  to  meet 
in  some  way  the  necessities  of  the  occasion;  and  this 
can  only  be  by  either  furnishing  the  capital  or  pro- 
viding the  railroad  itself. 

"If  we  are  ever  brought  face  to  face  with  the  proposi- 
tion of  government  ownership,  it  will  not  be  by  the  im- 
position of  excessive  charges,  for  we  can  deal  with  that 
situation,  but  by  the  impossibility  of  obtaining  adequate 
facilities. 

"The  possibility  of  such  an  emergency  is  by  no  means 
fanciful." 

It  might  be  easily  imagined  that  the  foregoing 
statement  was  written  in  1920.  As  a  matter  of 
fact,  it  is  an  extract  from  an  address  made  in  1909 
at  Yale  University  by  Judge  Prouty,  then  a  mem- 
ber of  the  Interstate  Commerce  Commission.  The 
inadequacy  of  railway  facilities  is  far  more  serious 
today  than  it  was  ten  years  ago.  The  Cleveland 
Chamber  of  Commerce  telegraphed  to  the  Ohio 
Senators  at  Washington  recently  that  "industrial 
production  is  being  curtailed  here  as  a  result  of 
the  shortage  of  box  cars."  The  assistance  of  the 
Senators  was  asked  in  order  that  the  supply  might 
be  doubled.  The  Iron  Age  of  January  22nd, 
writes:  "The  car  shortage,  which  has  for  weeks 
been  a  checking  factor  in  the  movement  of  fuel 
to  iron  and  steel  plants,  has  now,  temporarily  at 
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least,  displaced  low  unit  labor  output  as  the  chief 
obstacle  in  accelerating  production.  Slow  head- 
way is  being  made  in  shipping  iron  from  stock- 
yard piles,  and  finished  products  are  beginning  to 
clog  up  rolling  mills."  bimilur  complamts  can  be 
found  all  over  the  country,  but  they  should  sur- 
prise no  one  familiar  with  the  facts. 

Additions  and  Betterments. 

During  the  ten  years  ended  in  1915,  the  increase 
in  the  freight  traffic  of  the  country  was  61  per 
cent,  while  the  increase  in  the  number  of  freight 
cars  in  service  was  36  per  cent.  Since  1915  there 
has  been  a  further  increase  in  freight  traffic  of 
57  per  cent,  and  an  increase  in  freight  cars  avail- 
able of  only  5  per  cent.  Since  1915  the  increase 
in  passenger  business  has  been  32  per  cent  and 
there  has  been  practically  no  increase  in  the  num- 
ber of  passenger  cars.  In  spite  of  the  enormous 
traffic  to  be  moved  the  number  of  locomotives  in 
service  todav  remains  practically  imclianged  siiKC 
1915. 

Owing  to  the  difficulty  of  raising  money,  ex- 
penditures for  additions  and  betterments  on  the 
railroads  fell  from  $808,000,000  in  1911  to  $268,- 
000,000  in  1916.  The  Division  of  Capital  Ex- 
penditures of  the  Railroad  Administration  has 
authorized  since  January,  1918,  $724,000,000  for 
additions,  betterments  and  extensions  to  the  rail- 
way plant  and  $370,000,000  for  equipment.  The 
equipment  ordered  has  been  put  in  service,  but  the 
program  of  additions  and  betterments  has  been 
interrupted  and  only  $474,000,000  was  expended 
up  to  September  30th  last. 

The  Railway  Age,  in  its  issue  of  January  2nd, 
has  made  a  very  careful  survey  of  the  deficiencies 
of  the  railroads,  and  estimates  that  a  total  invest- 
ment of  $6,010,000,000  is  required  in  the  next 
three  years  to  provide  the  facilities  which  the 
country  needs.  Included  in  this  program  are 
13,000  locomotives,  712,000  freight  cars,  24,500 
passenger  cars  and  30,000  miles  of  sidings  and 
yard  tracks,  together  with  improved  shop  facilities, 
new  terminals,  etc. 

Vital  as  these  demands  are  we  do  not  think 
that  the  money  can  be  secured  in  any  such  quantny. 
Railroad  credit  has  been  so  seriously  hurt  that, 
even  with  the  most  favorable  legislation,  it  will 
be  sometime  before  the  investor  will  again  place 
his  funds  in  railroad  securities  as  unhesitatingly 
as  formerly.  Then  there  is  the  extremely  grave 
problem  arising  from  the  present  income  tax  law 
which  makes  it  improbable  that  the  large  private 
investor  will  place  his  money  in  taxable  se- 
curities, so  that  one  of  the  very  important  reser- 
voirs of  capital  is  definitely  closed  to  railroad 
borrowers. 

Cost  of  Capital. 

One  of  the  railroads  which  was  reorganized 
about  1898  issued  at  that  time  $126,000,000  of 
3J4  per  cent  bonds,  all  of  which  mature  within 
the  next  five  years.    It  will  be  impossible  for  this 


railroad  company  to  refinance  at  any  such  low 
rate,  and  this  situation  is  true  of  all  railroads 
which  have  low  interest  rate  bonds  maturing  in 
the  next  few  years.  The  steady  advance  in  the 
cost  of  capital  to  a  strong  railroad  like  the  Penn- 
sylvania is  illustrated  in  the  following  table, 
which  shows  the  prices  at  which  new  offerings 
of  its  bonds  have  been  sold  to  the  public  during 
the  past  ten  years. 


Coniol     Mortgage  4i 
Consol     Mortgage  4 Mi 
General  Mortgage  4  Ms 
General  .Mortgage  4 Mi 
General  Mortgage  S* 


Date  o(  Issue 
.April.   1908 
'anuary,    I91S 
iilay,  IVIS 
April,  1917 
December.   1918 


{' 


Price 

VirH 

96 

4.25% 

103% 

4.J0% 

98  M 

4.i8% 

97  V4 

4.03'* 

99^4 

S.05% 

The  General  Mortgage  5s  are  now  selling  on 
about  a  5.65  per  cent  basis. 

Equipment  trust  obligations  have  always  been 
a  popular  type  of  investment,  but  here  again,  the 
rialroads  are  forced  to  pay  more  for  the  equip- 
ment as  well  as  for  the  money.  For  example, 
before  the  war  cars  could  be  purchased  at  $1,000 
each  and  the  money  borrowed  at  4^  per  cent. 
Today,  the  same  cars  are  costing  $3,000  each  and 
the  Government  is  taking  6  per  cent  equipment 
obligations  from  the  companies  in  reimbursement. 
Because  of  the  rise  in  the  interest  rate  of  33^5  per 
cent  and  of  200  per  cent  in  the  price  of  the  com- 
modity, there  is  a  300  per  cent  increase  in  annual 
interest  charges  alone. 

Valuations. 

Oral  arguments  were  presented  before  the  In- 
terstate Commerce  Commission  on  January  7th 
upon  the  question  of  tlie  final  value  which  should 
be  found  for  the  railroads  of  the  country.  Up 
to  tiie  present  date  the  Commission  has  not  yet 
found  a  final  figure  for  the  value  of  any  railroad. 
In  the  view  of  Judge  Prouty,  Chief  of  the  Di- 
vision of  Valuation,  the  final  value  of  a  railroad 
should  be  the  cost  of  reproduction  less  depreci- 
ation, plus  appreciation  and  "going  concern"  value. 
This  is  the  first  time  that  it  has  been  officially  sug- 
gested that  allowance  be  made  for  "going  con- 
cern" value.  Judge.  Prouty's  recommendation  to 
the  Commission  was  that  7  or  8  per  cent  of  the 
cost  of  reproduction,  exclusive  of  land  and  equip- 
ment, should  be  added  to  the  value  as  found  in 
the  inventories  to  cover  this  item. 

The  Supreme  Court  has  recognized  the  justice 
of  allowance  for  going  concern  value  in  more 
than  one  case,  the  following  being  quoted  from  a 
recent  opinion: 

"That  there  is  an  element  of  value  in  an  assembled 
and  established  plant  doing  business  and  earning  money 
over  one  not  thus  advanced  is  self-evident.  This  ele- 
ment of  value  is  a  property  right  and  should  he  consid- 
ered in  determining  the  value  of  the  property  upon 
which  the  owner  has  a  right  to  make  a  fair  return  when 
the  same  is  privately  owned  although  dedicated  to  the 
public  use." 

That  consideration  must  be  given  not  only  to 
the  bare  bones  of  the  property,  but  also  to  its 
business  .seems  to  be  in  accord  with  common  sense 
because  it  is  unquestionably  true  that  property  is 
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worth  very  mucli  more  after  it  has  developed  a 
business  than  when  it  is  just  ready  to  commence 
operations. 

New  York,  New  Haven  and  Hartford. 

We  have  on  previous  occasions  referred  to  the 
resuhs  of  some  of  the  tentative  valuations  reported 
by  the  Commission.  The  work  of  the  Division 
of  Valuation  is  proceeding  rapidly  and  it  is  prob- 
able that  before  this  year  is  out,  tentative  valu- 
ations will  liave  been  published  for  many  of  the 
leading  systems.  A  press  despatch  from  Boston 
is  authority  for  the  statement  that  a  tentative  valu- 
ation of  the  New  York,  New  Haven  &  Hartford, 
as  of  June  30,  1914,  with  inventories  as  of  June 
30,  1915,  shows  a  cost  of  reproduction  new  of 
$248,5%,757.  No  consideration  is  given  in  these 
figures  to  values  of  land,  which  will  be  reported 
later.  The  cost  of  reproduction  less  depreciation 
is  stated  as  $192,147,034.  The  annual  report  of 
the  railroad  company  for  the  year  ended  June  30, 
1915,  gives  net  book  cost  of  road  and  equipment 
at  $191,762,979.  It  will  thus  be  noticed  thai,  even 
with  the  land  values  omitted,  whicli,  in  the  case  of 
a  road  like  the  New  Haven,  are  bound  to  be  of 
great  importance,  the  property  investment  account 
is  less  than  the  Government's  figures  of  depreci- 
ated value.  For  the  entire  New  Haven  System  it 
is  reported  that  the  cost  of  reproduction  new  is 
$345,000,000  and  the  cost  of  reproduction  less  de- 
preciation, $272,000,000.  Of  the  $157,000,000 
New  Haven  stock  outstanding,  $146,200,000,  or 
82  per  cent,  has  been  sold  to  stockholders  since 
1900  at  prices  realizing  premiums  in  excess  of 
$19,000,000. 

The  old  delusion  that  the  property  investment 
accounts  of  the  railroads  are  grossly  overstated 
has  unquestionably  hampered  the  work  of  the  Con- 
ference Committee  in  Washington  who  have  been 
trying  to  harmonize  the  Cummins  and  Esch  Bills. 
In  an  address  delivered  in  Detroit,  on  January 
15th,  Mr.  Samuel  Rea,  President  of  the  Pennsyl- 
vania Railroad  System,  said:  "Can  there  be  any 
doubt  today  that  the  real  property  investment  for 
all  the  railroads  exceeds  their  original  cost  or  their 
capitalized  cost,  and  that  the  property  investment 
as  stated  is  materially  below  the  present  actual 
value?  I  have  none."  Mr.  Rea  proceeds  to  call 
attention  to  the  fact  that  even  if  the  capitalization 
was  overstated  it  should  not  be  forgotten  that  the 
gross  investment  ag<rre?ates  $24,281,000,000,  and 
the  securities,  $21,249,000,000,  so  that  the  rail- 
roads' property  investment  exceeds  by  over 
$3,000,000,000  the  issued  railroad  capital. 

Bond  Market. 


way  and  the  3^  per  cent  issue  again  sold  at  a 
premium.  Foreign  Governments  and  utilities 
showed  improvement  and  rails  registered  the  larg- 
est gain.  Second  grade  railroad  issues  such  as 
Baltimore  &  Ohio  and  St.  Pauls  advanced  from 
three  to  five  points.  The  volume  of  bond  business, 
however,  contracted  perceptibly  and  after  this 
early  improvement  prices  declined  and  the  market 
developed  a  waiting  attitude  until  the  middle  of 
the  month,  when  the  new  Belgian  Loan  was  of- 
fered on  a  7  per  cent  basis,  with  an  attractive 
conversion  which  promises  a  substantial  profit 
in  exchange.  The  success  of  this  issue  resulted 
in  a  number  of  new  offerings  but  the  general  mar- 
ket continued  exLieniely  quiet  and  amiuugu  deal- 
ers have  reported  a  wide  distribution  of  the  new 
issues  to  private  investors  the  volume  of  business 
remained  comparatively  small.  This  is  due  to  the 
fact  that  the  institutions  have  not  been  in  the 
market  because  of  tight  money  and  the  advance  in 
rates  of  the  Federal  Reserve  Banks,  and  the  large 
private  investors  are  restricting  their  purchases 
to  tax  exempt  municipals,  with  the  result  that  new 
municipal  issues  were  well  absorbed  though  prices 
during  the  closing  days  declined.  The  combined 
average  of  forty  active  corporate  issues  as  com- 
piled by  the  Wall  Street  Journal  on  January  24 
was  79.37  compared  with  78.66  on  December  24, 
and  85.41  on  January  24,  1919. 

Qovernment  and  Liberty  Issues. 

The  prices  of  all  the  Liberty  issues  showed  an 
average  advance  of  IJ^  points  during  the  first 
week  of  the  month.  The  market  later  reacted,  and 
the  middle  of  the  month  found  this  advance  en- 
tirely absorbed  and  considerable  liquidation  by 
large  institutions  was  reported.  National  banks 
have  been  in  the  market  for  large  blocks  of  Gov- 
ernment 2s  of  1930  to  meet  the  currency  demand 
and  as  a  result  this  issue  sold  as  high  as  100^, 
its  record  quotation  since  the  passage  of  the  Fed- 
eral Reserve  Act.  At  present  prices  the  Third 
Liberty  4^s  yield  about  5.20  per  cent  and  the 
Fourth  4>^s,  4.95  per  cent,  while  the  Victory  4^4s 
yield  about  5.15  per  cent. 

Municipal  Marlcet.  ) 


Following  the  general  selling  durinjr  the  close 
of  the  year  to  establish  tax  los.ses,  the  bond  mar- 
ket, relieved  of  this  pressure,  showed  signs  of 
recovery  during  the  early  days  of  January  and 
higher  prices  were  recorded  in  numerous  issues 
by  the  end  of  the  first  week.  Liberty  and  Vic- 
tory bonds  shared  in  this  advance  in  a  substantial 


At  the  close  of  1919  municipal  bonds  were  sell- 
ing at  lower  prices  than  at  any  time  during  the 
year  and  materially  below  the  prevailing  figures 
at  the  close  of  1918.  In  this  connection  it  is  in- 
teresting to  note  that  the  average  market  value 
e.xpressed  in  "basis"  of  the  bonds  of  twenty  large 
cities  declined  from  a  yield  of  3.92  per  cent  in 
January,  1917,  to  a  yield  of  4.56  per  cent  in  Janu- 
ary, 1920.  Among  the  important  offerings  of  the 
month  was  a  total  of  $14,247,000  Citv  of  Chicago 
Bonds  on  a  4J4  per  cent  basis,  of  which  $11,900,- 
000  were  direct  city  obligations  bearing  4  per  cent 
interest,  with  an  average  maturity  of  eight  years, 
and  $2,347,000  were  Sanitary  District  4  per  cent 
Bonds  with  an  average  maturity  of  twelve  and 
seven-eighths  years;  $5,000,000  State  of  Louisi- 
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ana  Port  Commission  5  per  cent  Bonds  on  a  5  per 
cent  basis;  $4,800,000  Allegheny  County,  Pa.,  Ayi 
per  cent  Serial  Bonds  on  a  4)4  pc  cent  basis; 
$4,340,000  Miami  Conservancy  District  of  Ohio 
Sy^  per  cent  Bonds  on  a  5  per  cent  basis.  The 
City  of  Philadelpliia  sold  $3,000,000  4>4  per  cent 
Bundi.  of  whicli  $2,<XX),uOU  were  lakeii  Ijy  ilic  Lity 
of  Philadelphia  Sinking  Funds,  the  balance  being 
offered  on  a  4.20  per  cent  basis. 

Offerings  of  Canadian  bonds  in  this  market 
continued  in  volume  as  in  the  preceding  month, 
$2,000,000  City  of  Toronto  4j4s  being  offered  on 
a  5.70  per  cent  basis,  while  the  Provinces  of 
Ontario,  Manitoba,  Saskatchewan  and  British  Co- 
lumbia offered  a  total  of  $12,950,000  at  prices 
ranging  from  a  6.50  per  cent  to  a  6.60  per  cent 
basis.  .  .  «, 

Dealers  who  have  purchased  these  new  issues 
whicii  were  offered  during  the  month  report  fairly 
prompt  sales  and  a  continued  demand,  although 
prices  have  eased  off  somewhat;  odd  lots  in  the 
trading  market  can  now  be  obtained  at  consider- 
ably lower  prices  than  were  ruling  earlier  in  the 
month.  There  are  substantial  amounts  of  new 
municipal  issues  proposed  for  the  coming  months 
but  it  is  expected  that  fairly  firm  prices  will  pre- 
vail as  long  as  present  income  tax  rates  make  the 
tax  exempt  issues  attractive  to  investors  with 
large  incomes.  New  York  City  issues  have  been 
ruling  on  about  a  4^  per  cent  basis,  with  New 
York  State  bonds  on  a  4  per  cent  basis. 

Horeig'n  Oovemment  and  Corporate  Issues. 

The  outstanding  offering  of  the  month  was  $25,- 
000,000  Kingdom  of  Belgium  6  per  cent  External 
Gold  Notes  maturing  in  one  or  five  years  at  the 
option  of  the  purchaser.  These  notes  are  con- 
vertible into  Belgian  francs  at  the  rate  of  11  francs 
to  the  dollar.  Upon  conversion  above  this  rate 
the  holder  is  to  receive  one- half  the  profit,  the 
balance  being  retained  for  the  account  of  the  Bel- 
gian Government.  Should  exchange  return  to 
par — 5.18J^  francs  per  dollar — the  holder  of  a 
thousand-dollar  note  would  receive  $1,561.50. 
These  notes  were  offered  by  a  nation-wide  syndi- 
cate and  it  is  reported  that  subscriptions  were 
received  for  about  twice  tlie  amount  offered.  The 
Consolidated  Gas  Company  of  New  York  offered 
$25,000,000  Five-Year  7  per  cent  Convertible 
Gold  Bonds  at  par  and  interest.  There  were  also 
offered  $15,000,000  Kennecott  Copper  Corp.  Ten- 
year  7  per  cent  Secured  Bonds  yielding  7%  per- 
cent, $12,500,000  Philadelphia  Electric  Two-year 
6  per  cent  Notes  yielding  7^  per  cent,  and  $7,- 
500,000  United  Gas  Improvement  One-year  6  per 
cent  Notes  yielding  7  per  cent. 

Among  the  larger  preferred  stock  issues  were 
$12,000,000  Union  l^ink  Car  Company  7  per  cent 
Preferred  at  par  and\$  10,000,000  R.  J.  Reynolds 
Tobacco  Company  7  'jier  cent  Preferred  at  par. 
The  General  Motors  ICorporation  is  offering  to 


holders  of  the  6  per  cent  Debenture  and  Preferred 
Stocks  a  new  issue  of  7  per  cent  Debenture  Stocks 
at  par  with  the  right  to  subscribe  to  double  the 
auiuunt  of  tlieir  ^)Ie^cut  hiildings  aiui  present  their 
6  per  cent  Debenture  Stock  at  par  in  payment  for 
50  per  cent  of  their  subscription.  The  market  on 
preferred  stocks  as  a  whole  was  somewhat  less 
active  and  the  major  portion  of  the  new  corporate 
financing  for  the  month  took  the  form  of  fixed 
maturity  obligations. 

New  Financing  During  1919. 

During  1919  new  financing  by  American  states 
and  municipalities  is  reported  at  over  $750,000,- 
000  compared  with  about  $262,000,000  for  1918, 
while  the  annual  issuance  of  municipal  bonds  in 
previous  years  ranged  from  $350,000,000  to  $500,- 
000,000.  Foreign  dollar  loans  issued  in  the  United 
States  during  1919  were  about  $610,000,000,  the 
only  issues  during  1918  being  a  total  of  about 
$6,600,000  provincial,  corporation  and  railroad 
loans  of  Canada.  Public  utility  financing  is  re- 
ported at  over  $590,000,000  compared  with  $451,- 
000,000  in  1918.  Industrial  financing  was  re- 
ported at  over  $2,588,000,000  as  compared  with 
$927,000,000  in  1918.  Railroad  financing  was 
reported  at  over  $332,000,000  compared  with 
$237,000,000  in  1918.  It  is  difficult  to  obtain  ac- 
curate information  concerning  the  issuance  of 
these  various  classes  of  securities  but  the  above 
estimates,  which  have  appeared  in  the  Journal  of 
Commerce  and  the  W^all  Street  Journal,  afford 
an  index  from  which  we  can  gain  an  approximate 
idea  of  the  volume  of  flotations,  which  in  1919 
were  estimated  at  $4,870,000,000,  compared  with 
$1,883,600,000  in  1918. 

The  Food  Ou.look. 


Nothing  would  do  so  much  to  relax  the 
tension  in  the  industrial  situation  as  a  good 
all-around  crop  of  food-stuffs  this  coming  sea- 
son. The  reduction  of  about  25  per  cent  in 
acreage  of  winter  wheat,  together  with  reports 
that  much  of  the  crop  has  been  uncovered  dur- 
ing the  cold  weather  and  that  it  did  not  enter 
the  winter  in  the  best  condition,  is  not  re- 
assuring as  to  the  supply  of  that  grain.  It  is 
true  that  the  acreage  last  year  was  larger  than 
usual,  under  the  stimulus  of  the  government 
guarantee,  but  the  present  area  is  below  the 
ten-year  average.  The  reduction  may  be  made 
good  by  the  acreage  in  spring  wheat,  and  it 
is  to  be  hoped  that  this  will  be  the  case. 

The  United  States  Grain  Corporation  re- 
ports that  wheat  receipts  on  primary  markets 
from  June  27,  1919  to  January  2,  1920,  aggre- 
gated 653,682,000  bushels,  and  estimate  the 
remaining  amount  in  the  country  of  251,069,000 
bushels.  Exports  in  that  time  were  33,000,000 
bushels  lower  than  in  the  corresponding  period 
of  last  year.  Mr.  Barnes  predicts  a  consider- 
able carryover  into  the  new  crop  year,  but 
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other  well-informed  people  think  there  will  be 
no  carry-over  if  Europe  can  find  the  means  of 
making  the  purchases  it  would  like  to.  From 
present  appearances  none  of  the  billion  dollars 
provided  to  cover  the  possible  loss  to  the  Treas- 
ury under  the  wheat  guaranty  will  be  required. 
The  total  exports  by  weight  of  pork  products 
(bacon,  ham,  shoulders  and  lard)  dressed  beef 
and  dairy  products  for  eleven  months  of  the 
year  1919  are  shown  below. 

Pork  Dressed  Dairy 

Products  Beef  Products 

(Pounds)  (Pounds)  *(Pounds) 

January   193,696,000  17,436,000       45,241.000 

February  233,097,000  13,730,000       53,127,000 

March    334,037,000  14,651,000       52,832,000 

April    337,940.000  21,640,000  102,575.000 

May    174,472,000  14,873,000       77,147.000 

June   383.624,000  15,212.000  115.647.000 

July  233,306.000  8,681,000       65,146.000 

August  173.268,000  8,075,000       68,207,000 

September    ....     112,349,000  7,286,000       63,946,000 

October    110,569,000  31,178,000       91,719,000 

November   124,238,000  15,694.000       70.703,000 

Total 2,410.596,000      168,456,000     806.290,000 

♦Of  this  amount  30,797,000  pounds  cover  butter  ex- 
ports and  775,493,000  pounds  cover  condensed  milk 
exports. 

Food  Drafts. 

A  new  plan  making  it  possible  for  those  in  this 
country  to  help  supply  foods  to  relatives  or 
friends  they  may  have  in  the  section  of  Europe 
most  affected  by  the  food  shortage,  has  been  an- 
nounced by  the  American  Relief  Adtninistration,  * 
of  which  Mr.  Herbert  Hoover  is  chairman.  The 
plan,  which  comprehends  the  purchase  of  "Food 
Drafts"  in  this  country,  which  will  be  honored, 
not  by  cash  but  by  actual  food  when  presented  in 
certain  European  cities,  seems  eminently  sound  iii 
view  of  conditions  generally.  Mr.  Hoover,  in  a 
letter  to  this  bank,  outlines  the  plan  as  follows: 

American  Relief  Warehouses,  established  in  War- 
saw, Hamburg,  Vienna,  Budapest  and  Prague,  are  now 
being  stocked  with  the  following  commodities;  Flour, 
bacon,  beans,  canned  milk,  corned  beef,  lard  and  cot- 
ton seed  oil.  We  have  arranged  with  the  American 
Bankers'  Association  to  circularize  immediately  their 
twenty-two  thousand  banks  in  America,  requesting  the 
assistance  of  each  bank  in  selling  Food  Drafts  in  de- 
nominations of  ten  and  fifty  dollars  to  customers  de- 
siring to  help  individuals  and  friends  in  Poland.  Ger- 
many, Austria,  Hungary,  and  Czecho-Slovakia.  The 
purchaser  receives  a  Food  Draft  to  be  mailed  to  the 
person  he  desires  to  assist  in  one  of  the  above  named 
countries,  who  will  be  entitled  to  receive  upon  pre- 
sentation of  this  Food  Draft  at  nearest  central  ware- 
house the  food  designated  on  the  Draft  of  an  equiva- 
lent value  to  the  cost  of  the  Food  Drafts.  There  are 
two  ten  and  two  fifty  dollar  Food  Drafts,  designated 
to  meet  CHiristian  requirements  and  Jewish  require- 
ments. This  plan  has  been  presented  to  and  approved 
by  the  State  Department,  Federal  Reserve  Board  and  the 
United  States  Treasury,  and  also  by  each  of  the  Euro- 
pean countries  concerned.  The  European  Governments 
will  hold  all  contents  of  American  Relief  Warehouses 
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free  of  requisition  and  will  assist  in  transportation  and 
entry  of  all  foods.  Should  any  profit  accrue  from  the 
operations,  it  will  be  turned  over  to  the  Children's 
Fund. 

It  is  very  desirable  that  bankers  generally 
should  co-operate  in  making  the  "Food  Draft" 
plan  possible. 

Cooperation  Among  Farmers. 

The  national  development  of  co-operative  ef- 
fort among  producers  is  exemplified  in  the 
gradual  spread  of  such  organizations  in  the 
northwest.  The  Northwestern  National  Bank, 
of  Minneapolis,  in  a  recent  number  of  its 
monthly  review  gave  some  interesting  figures 
upon  this  subject.  It  says  that  Minnesota 
leads  all  the  states  in  co-operative  associations 
among  the  farmers,  and  that  the  volume  of 
business  handled  by  them  is  now  running  over 
$200,000,000  per  year.  It  estimates  that  there 
are  4,000  farmers'  associations, — business,  so- 
cial and  educational — in  Minnesota,  3,000  in 
Wisconsin  and  1,000  in  Montana. 

The  article  says: 

Referring  only  to  the  strictly  business  organiza- 
tions in  Minnesota,  there  were  614  co-operative  cream- 
erics  in  1914  when  the  last  comprehensive  report  was 
made,  which  was  not  far  from  double  the  number  in 
any  other  state,  and  nearly  one-third  the  total  num- 
ber in  the  United  States.  Co-operative  creameries 
constituted  72  per  cent  of  all  the  creameries  in  Minne- 
sota, and  it  was  found  that  42  per  cent  of  all  the 
farmers  of  the  state  were  patrons  of  these  creameries. 
Furthermore  it  was  found  that  one  farmer  out  of 
every  five  in  the  state  was  a  member  of  a  farmers' 
elevator  company.  The  formation  of  live  stock  ship- 
ping associations  was  the  most  important  development 
in  co-operative  marketing  in  1914,  and  in  this  devel- 
opment Minnesota  also  was  by  far  the  leading  state 
in  the  Union.  This  movement  began  with  us  in  1908 
and.  especially  since  1911,  has  spread  rapidly.  In 
1914.  12  per  cent  of  the  value  of  all  live  stock  mar- 
keted in  this  state  was  sold  by  these  get-together  sell- 
ing associations.  There  is  every  reason  to  believe  that 
this  percentage  has  been  much  increased  during  the  past 
five  years,  since  the  shipping  associations  which  num- 
bered lis  in  1914  have  now  grown  to  approximately 
450. 

The  increase  in  the  number  of  these  mutual  busi- 
ness organizations  in  Minnesota  is  shown  in  the  fol- 
lowing table,  some  of  the  figures  being  estimated,  but 
considered  nevertheless  to  be  quite  accurate,  erring, 
if   at  all,  on   the   conservative   side : 

1914  1919 

Creameries    614  622 

Elevators    270  296 

Stock  Shipping  Associations 115  450 

Stores 120  102 

Fire   Insurance  Companies 154  161 

Telephone  Companies   600  950 

Cheese  Factories  34  36 

Potato  Warehouses   20  40 

Miscellaneous   86  200 

2013       2857 

The  number  of  miscellaneous  associations  is  remark- 
able, and  shows  that  farmers  arc  branching  out  rapidly 
in  the  less  cultivated  fields  of  co-operative  business. 
It  will  be  noticed  that  the  only  decrease  to  be  dis- 


cemed  in  thU  list  occuri  in  the  number  of  cooperative 
•tores.  The  reason  that  the  business  of  the  purcliase 
and  sale  of  miscellaneous  supplies  by  farmers  docs 
not  always  thrive  is  doubtless  because  of  the  lack  of 
skilled  administration.  Merchandising  is  a  specialized 
butincst  requiring  training  and  adaptability  to  be  suc- 
cessful, just  as  these  essentials  are  required  in  banking 
or   (arming. 

Many  farmers'  marketing  associations,  however,  se- 
cure wholesale  supplies  along  a  few  broad  lines  for 
distribution  to  members  of  the  organizations,  and  this 
without  doubt  often  to  the  detriment  of  the  business 
of  local  dealers.  In  a  recent  address  made  by  the 
managing  director  of  the  Agricultural  Publishers'  As- 
sociation at  a  meeting  of  the  National  Implement  and 
Vehicle  Association,  it  was  stated  that  in  Iowa  there 
were  something  like  400  co-operative  elevator  com- 
panies, a  goodly  number  of  which  were  handling  mer- 
chandise in  considerable  quantities.  "They  are  busi- 
ness organizations,"  says  Mr.  Frank  B.  White,  "and 
whether  we  like  it  or  not,  they  are  with  us  and  can- 
not be  brushed  aside  easily.  Wc  must  recognize  them 
as  a  factor  in  Iowa  business."  362  of  these  Iowa 
elevator  companies,  according  to  the  figures  presented 
by  Mr.  White,  are  distributors  of  coal:  291  arc  dealers 
in  feed;  234  in  twine;  209,  salt;  206,  seeds;  205, 
posts;  many  of  them  handle  gates,  wire,  flour,  cement, 
lumber,  brick — and  so  forth  to  a  few  dealing  in  auto- 
mobile accessories,  sacks,  cupolas,  clothing.  "The 
farmer  and  business  man  must  like  each  other,"  the 
speaker  asserted  in  a  plea  for  better  co-operation  and 
undertanding,  "and  unless  they  do  like  each  other  they 
will  not  do  business  together  pleasantly  or  profitably, 
much  less  work  together  for  the  benefit  of  the  whole 
community." 

Professor  A.  W.  McKerrow,  of  the  Univer- 
sity of  Minnesota,  who  is  Secretary  of  the 
Minnesota-Central  Co-operative  Live-Stock 
Shippers'  Association,  in  a  recent  statement 
said  that  in  1918  seventy  per  cent,  of  the  live- 
stock shipped  by  Minnesota  farmers  to  the 
South  St.  Paul  stock  yards  were  sold  through 
the  co-operative  association,  and  he  estimates 
that  the  savings  to  the  farmers  aggregated 
$2,500,000. 

A  Normal  Development. 

This  is  evidently  a  normal  development,  and 
while  some  features  of  it  may  not  be  welcomed 
by  dealers  and  agencies  for  whom  it  brings 
new  competition,  intelligent  business-men  rec- 
ognize that  it  is  a  perfectly  legitimate  move- 
ment, and  will  succeed  or  fail  on  the  results 
which  are  produced.  If  the  farmers  get  better 
returns  or  are  better  satisfied  by  marketing 
through  their  own  organizations,  they  have 
reason  enough  for  following  the  policy.  Such 
a  development  is  a  matter  of  business,  in  no 
way  related  to  politics,  involving  no  contro- 
versies, and  meeting  with  no  opposition  except 
such  as  mav  arise  naturally  from  business  com- 
petition. The  latter  is  not  undesirable,  for  the 
competitive  test  is  the  best  spur  to  efficiency. 
The  community  as  a  whole  is  interested  in  the 
perfection  of  business  methods. 

These  mutual,  or  joint  stock,  organizations 
show  the  course  of  sound  development,  as  com- 
pared with  the  political  organizations  which 
seek  to  use  the  credit  of  the  state  for  carrying 
on  all  sorts  of  enterprises.    In  the  former,  the 


thrifty,  substantial  members  of  the  community, 
who  actually  contribute  in  capital  or  business 
to  the  success  of  the  associations,  are  in  con- 
trol of  them.  There  is  no  limit  to  development 
under  these  conditions,  for  it  will  go  on  cau- 
tiously and  no  faster  or  farther  than  as  its  suc- 
cess is  demonstrated.  On  the  other  hand, 
where  the  political  organization  is  used,  politi- 
cal methods  instead  of  business  methods  pre- 
vail. The  management  is  in  hands  of  political 
officials  and  good  talkers,  elected  by  popular 
vote,  and  the  capital  is  provided  by  taxation. 
Under  these  conditions  the  recent  develop- 
ments in  the  banking  situation  in  North  Da- 
kota are  an  example  of  the  results  to  be  ex- 
pected. 

Cooperative  Purchasing  Organizations. 

The  labor  organizations  are  showing  a  new 
interest  in  the  possibility  of  reducing  living 
costs  by  means  of  cooperative  stores  and  a 
system  of  distribution  for  agricultural  products 
direct  from  the  farmers  to  consumers.  The 
statement  of  principles  and  purposes  recently 
issued  by  the  Federation  of  Labor  mentioned 
the  Rochdale  coojjerative  stores  of  England 
as  a  model  enterprise  and  the  officials  of  the 
railway  orders  have  indicated  that  steps  would 
be  taken  for  the  establishment  of  an  organiza- 
tion in  which  wage-earners  and  farmers  would 
be  interested  to  their  mutual  advantage. 

Every  constructive  movement  of  this  kind  is 
to  be  encouraged  in  cautious  development. 
There  is  no  question  that  the  cost  of  handling 
farm  products  between  producer  and  con- 
sumer can  be  greatly  reduced  and  much  waste 
eliminated  by  proper  organization,  but  it  can- 
not be  done  unless  the  consumer  takes  an  in- 
terest in  saving  and  is  willing  to  take  some 
pains  to  accomplish  it.  The  experience  of  the 
Interborough  Company,  of  New  York,  which 
tried  the  experiment  of  selling  groceries  to  its 
emploj'ees  at  net  cost,  bearing  the  expense  of 
conducting  the  stores  from  its  own  treasury, 
illustrates  the  difficulties.  That  was  a  well- 
meant  effort  on  the  part  of  an  employer  but 
it  failed.  Perhaps  stores  conducted  by  the 
labor  organizations  would  fare  better;  by  all 
means  let  them  be  tried.  They  will  either  be 
a  success  and  save  money  to  the  consumer  or 
they  will  demonstrate  that  the  middleman  ren- 
ders a  service  which  is  indispensible. 

The  less  of  mystery,  ignorance  and  misrepre- 
sentation there  is  in  the  business  world  the 
better.  If  the  farmers  and  labor  organizations 
wish  to  join  in  any  business  operations  for 
mutual  benefit  the  way  is  open  for  them  to  do 
so,  and  if  they  can  serve  themselves  and 
the  community  more  economically  than  is  be- 
ing done  under  existing  methods  they  will 
have  made  a  demonstration  of  great  public 
value.  If  they  believe  that  they  are  being  ex- 
ploited this  is  the  logical  thing  to  do.   Society 


W 


is  always  seeking  the  most  economical  meth- 
ods for  satisfying  its  wants,  and  every  new 
achievement  is  to  be  welcomed. 

Silver. 

The  silver  market  has  continued  to  fluctuate 
violently,  ranging  from  1.30  to  $1.39  per  ounce, 
although  probably  few  sjiles  have  been  made  at 
the  latter  figure.  This  is  for  the  newly  mined  sil- 
ver. The  Treasury  has  sold  in  all  $10,000,000 
from  the  general  fund  for  the  China  exchanges. 
The  demand  from  that  quarter  remains  strong, 
vvith  no  prospect  as  yet  of  falling  away. 

The  bureau  of  the  Mint  and  Geological  Survey 
estimate  the  silver  production  of  the  United  States 
in  1919  at  55,285,000  fine  ounces,  against  67,- 
800,000  ounces  in  1918.  The  decline  was  surpris- 
ing in  view  of  the  higher  price,  but  most  of  the 
silver  produced  in  the  United  States  is  a  by- 
product from  copper  and  lead  ore,  the  output 
of  which  was  lower. 

Handy  &  Harmon,  silver  brokers,  estimate  the 
world's  production  and  distribution  of  silver  in 
1919  as  follows: 

PRODUCTION. 

Ounces 

United  States   S.'i.OOO.OOO 

Mexico    75.000,000 

Canada    14,000,000 

South   America,   Central   America  and   West 

Indies    19,000,000 

Europe    7  000  000 

Australia    10.000.000 

Asia  and   Africa    ^. J^O.000.000 

190,000,000 

DISTRIBUTION. 

Ounces 

Home  consumption   in  the   Arts 2S,000.000 

United  States  Government  purchases   4,000.000 

Mexican  Government  purchases  3.000.000 

England   and    Continental    requirements 25.000.000 

Shipments  to  India  39.000.000 

Shipments  to  China  and   the   Far  East 65,000,000 

Origin  from  various  sources,  destination  un- 
known   29.000.000 

190,000,000 

As  to  the  future  little  can  be  confidently  pre- 
dicted except  that  so  long  as  the  balance  of 
trade  is  in  favor  of  Asia  in  the  present  volume, 
the  demand  for  silver  will  be  sustained.  Prices 
have  risen  in  China  and  in  the  ports  wages  have 
risen  and  more  silver  is  required  for  the  cur- 
rency. There  has  been  a  large  movement  of 
Chinese  coin  into  Manchuria  to  take  the  place 
of  Russian  paper  money. 

Second  Pan-AmTican  Conference. 

The  Second  Pan-American  Financial  Con- 
ference, which  was  held  in  Washington  Janu- 
ary 19-24,  brought  together  a  distinguished 
body  of  men  representing  nearly  all  of  the 
countries  of  this  hemisnhcre.  In  several  in- 
stances delegations  were  headed  by  public  min- 
isters of  finance,  and  as  a  rule  the  delegates 


were  men  of  leading  importance  in  their  coun- 
tries. The  visit  of  these  influential  gentlemen 
to  the  United  States  is  an  event  of  the  first 
importance,  and  good  results  will  certainly 
flow  from  it.  All  of  the  countries  to  the  South 
of  us  have  great  possibilities  of  development 
and  afford  inviting  fields  for  investment. 
Naturally  in  view  of  conditions  in  Europe  they 
are  looking  toward  the  United  States,  and  the 
leaders  in  finance  in  this  country  are  sympa- 
thetic and  interested.  Investments,  however, 
can  be  made  only  as  capital  accumulations  are 
available  and  the  demands  upon  the  cap- 
ital fund  at  present  are  larger  than  can  be 
met.  The  whole  world  now  is  feeling  the  loss 
of  the  capital  which  was  expended  upon  the 
war.  All  countries  are  behind  with  develop- 
ment work,  the  United  States  included.  Eu- 
rope is  sorely  needing  America's  help  in  re- 
construction, and  its  wants  are  probably  more 
pressing  than  any  other.  It  is  only  a  question 
of  time,  however,  until  the  flow  of  capital 
southward  from  the  United  States  will  be 
largely  increased. 

Branches  of  The  National  City  Bank. 

This  bank  opened  four  new  foreign  branches 
during  the  month  of  January.  The  banking 
houses  at  Bogota  and  Barranquilla,  Colombia, 
were  opened  the  first  day  of  the  year.  That  at 
Cape  Town,  South  Africa,  was  opened  January 
15,  and  is  the  first  American  bank  to  be  established 
in  South  Africa.  The  Antwerp,  Belgium,  branch 
of  the  bank  was  opened  January  21. 

The  National  City  Bank  now  has  a  total  of  51 
branches;  the  International  Banking  Corporation 
(owned  by  the  City  Bank),  has  28  branches. 

Discount   Rates   Approved   by  Federal   Reserve  Board 
up  to  January  29,  1920. 
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Note— Rate  on  paper  secured  by  War  Finance 
Corporation  bonds  1  per  cent,  higher  than  the  rate 
on  commercial  paper  shown  in  column  3. 
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General  Business  Conditions. 

INDUSTRY  and  trade  have  gone  on  dur- 
ing the  second  month  of  the  year  about  as  in 
recent  months.  Bank  clearings,  outside  of 
New  York,  as  reported  by  Bradstreets  and 
the  Commercial  and  Financial  Chronicle,  are 
running  about  25  per  cent,  above  what  they  were 
a  year  ago  with  New  York  clearings  somewhat 
higher,  and  although  trade  was  a  little  unsettled  in 
February  last  year  clearings  then  were  about 
twelve  per  cent,  above  February,  1918. 

Among  merchants  there  is  a  note  of  misgiving 
about  commitments  for  goods  which  they  will 
have  to  sell  next  fall  at  higher  prices,  but  this  is 
prompted  by  a  realization  that  the  price  level  is 
very  high,  rather  than  by  any  evidence  which  they 
see  of  a  probable  decline.  They  have  to  go  ahead 
with  purchases  if  they  want  to  stay  in  business, 
and  in  many  lines  must  answer  promptly  or  goods 
will  be  allotted  elsewhere. 

In  industrial  circles  there  is  general  confidence 
in  the  maintenance  of  activity.  The  amount  of 
building  in  sight  in  all  parts  of  the  country,  the 
return  of  the  railroads  to  private  management, 
and  their  evident  need  for  equipment,  the  demand 
for  all  kinds  of  basic  materials  and  industrial 
equipment,  the  unheard-of  demand  for  labor,  and 
the  enormous  consumption  of  goods  in  personal 
and  household  use,  altogether  make  up  a  situation 
which  to  the  average  business  man  seems  to  give 
all  the  assurance  he  needs  for  some  time  to  come. 
He  is  influenced  much  more  by  these  conditions 
which  he  can  see  and  which  he  is  in  touch  with 
tonstantly  than  by  any  forecasts  about  our  for- 
eign relations.  Furthermore,  it  must  be  said  that 
up  to  this  time  he  has  been  nearer  right  in  ignor- 
ing foreign  relations  than  those  who  have  main- 
tained that  our  export  trade  would  have  to  de- 
cline heavily  and  that  the  domestic  situation  would 
be  seriously  affected  thereby. 

Nevertheless,  our  foreign  trade  relations  and 
the  banking  situation  are  properly  matters  of 
grave  concern.  The  trade  of  the  world  is  unbal- 
anced, and,  as  a  result  of  the  high  prices,  in  such 
enormous  volume  that  banking  and  monetary 
systems  are  taxed  to  the  utmost  to  accomplish  the 
settlements.     The  fluctuations  of  exchange  and 
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the  movements  of  gold  present  questions  of  great 
perplexity,  outside  of  all  precedent,  and  having 
important  bearing  upon  conditions  at  home. 

Declines  in  Agricultural  Products. 

It  has  been  evident  for  many  months  that  the 
declining  value  of  European  currencies  as  com- 
pared with  the  money  of  this  country  was  a 
growing  obstacle  to  our  exports  to  those  coun- 
tries, it  is  true  that  the  total  volume  of  exports 
has  kept  up  in  a  remarkable  manner,  but  there 
has  been  a  falling  off  of  in  some  of  the 
commodities  which  might  seem  to  be  most 
needed  in  Europe,  notably  meat  and  grain. 
The  farmer  has  suffered  in  the  value  of 
these  products,  and  is  protesting  vigorously  that 
his  products  are  declining  alone.  The  reports 
of  the  big  packing  firms  for  the  last  year  all  show 
profits  below  normal,  supporting  their  claim  that 
the  declines  in  live  stock  have  been  promptly 
passed  on  to  meat  products  at  wholesale,  but 
either  they  have  not  reached  retail  prices  or  the 
changes  are  unnoticed,  for  the  demand  for  higher 
wages  in  the  industrial  centers  is  unabated. 

In  view  of  this  situation  there  is  a  strong  argu- 
ment against  the  efforts  to  continue  the  round 
of  advancing  wages  and  industrial  costs.  Higher 
wages  in  the  cities  will  tend  to  increase  the  move- 
ment of  labor  away  from  the  farms,  and  will  be 
fruitless  of  benefits  to  the  wage-earners  if 
farm  production  declines.  We  will  have 
an  unbalanced  and  unfair  situation  if  farm 
products  decline  and  manufactured  goods  re- 
main at  war  prices  or  advance,  and  in  the  nature 
of  things  this  cannot  be  permanent.  The  farmer 
is  one  of  the  chief  customers  of  the  manufactur- 
ing industries  and  his  buying  power  is  in  what 
he  produces.  He  cannot  spend  more  than  he 
gets. 

The  Increase  of  Industrial  Equipment. 

Save  as  it  is  embarrassed  for  lack  of  railway 
service  the  iron  and  steel  industry  is  operating 
close  to  capacity,  and  with  a  production  much  in 
excess  of  what  it  was  before  the  war.  This  is 
to  be  regarded  as  a  favorable  sign,  for  iron  and 
steel  for  the  most  part  enter  into  articles  of  utility, 
and  production  at  this  rate  should  mean  an  im- 
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portant  increase  in  the  industrial  capacity  of  the 
country.  Much  of  it  is  going  to  make  good  the 
losses  or  deficit  of  the  war  time,  but  this  is  none 
the  less  a  gain,  and  as  in  the  case  of  shipping 
it  is  but  a  question  of  time  until  the  losses  will 
be  made  good  and  only  the  normal  rate  of  con- 
struction will  be  required.  Tiie  builders  of  all 
dectrical  e<|uipment  are  turning  out  machinery 
of  this  t>7>e  on  a  scale  never  before  equalled. 
Furthermore,  the  high  wage  rates  are  stimulating 
investments  in  labor-saving  machinery,  but  there 
is  only  a  limited  amount  of  capital  available  for 
investment  and  construction  costs  are  so  high 
that  it  does  not  go  as  far  as  in  ordinary  times. 

Whether  the  automobile  is  regarded  as  a  utility 
or  a  luxury,  and  it  falls  in  bofh  classes,  it  is  dif- 
ficult to  believe  that  it  can  continue  permanently 
to  absorb  capital  at  the  present  rate.  All  of  the 
leading  producers  are  enlarging  their  capacity 
and  the  industry  is  a  very  important  factor  in  the 
consumption  of  steel,  cotton,  leather  and  other 
materials,  not  to  mention  labor.  The  vast  produc- 
tion of  cars,  like  the  enormous  increase  in  the 
production  of  silk  goods,  is  a  symptom  of  the 
time,  an  evidence  of  the  widespread  distribution 
of  purchasing  power.  The  rich  and  so-called 
favored  classes  are  an  insignificant  factor  in  the 
consumption  of  this  great  outpouring  stream  of 
consumable  goods.  The  consumption  of  tlie 
masses  is  upon  a  scale  never  seen  before.  It  is 
comtnon  testimony  that  they  are  buying  goods 
of  higher  quality  tlian  ever  before.  Even  in  so 
necessary  an  article  as  woolen  goods,  despite  the 
high  prices,  the  coarser  qualities  although  service- 
able are  not  in  demand. 

The  center  of  gravity  for  automobiles  is  in 
Kansas,  where  it  is  said  they  are  numerous  enough 
for  the  entire  population  of  the  state  to  go  joy 
riding  at  one  time. 

The  Iron  Trade. 

The  Matthew  Addy  Company,  of  Cincinnati, 
well  known  in  the  iron  trade,  in  their  trade  circu- 
lar of  the  last  of  January  described  the  situation  in 
iron  as  follows: 

Not  even  in  the  rush  of  the  war  was  there  such 
a  demand  for  iron  as  today.  More  iron  is  needed 
than  is  being  made.  There  is  a  definite  shortage  of 
coke  and  labor  and  railroad  transportation.  We  do 
not  seem  to  have  facilities  adequate  to  the  enormous 
and  multiplying  call  that  is  coming  from  every  direc- 
tion of  sheets,  plates,  castings  of  all  kinds — in  fact, 
everything  made  of  iron  and  steel.  The  principal  in- 
creased demand  comes  from  the  makers  of  automo- 
biles, trucks  and  agricultural  machinery.  These 
things  are  not  wanted  in  any  ordinary  numbers, 
but  by  the  hundreds  of  thousands.  Every  farmer 
wants  an  automobile,  and  if  he  is  progressive  and 
up  to  date  he  wants  a  motor  plow  as  well;  every 
mercantile  house  wants  to  haul  its  goods  in  trucks — 
the  horse  is  rapidly  becoming  obsolete.  And  these 
new  things  added  to  the  ever  increasing  use  of  iron 
and  steel  in  the  building  industry  and  in  a  dozen 
different  lines  have  expanded  the  places  where  iron 
is  employed  beyond  all  precedent.  It  does  not  mat- 
ter where  you  turn  but  comparisons  made  with  con- 
ditions ten  years  ago  show  how  tremendously  in- 
creased is  the  use  for  iron.    Take  one  item  alone— 


that  of  bath   tubs.     There  is   today  a  demand  for 
twelve  where  then  there  was  a  demand  for  one. 

Tlie  general  state  of  employment  and  high 
standard  of  living  are  matters  to  give  satisfac- 
tion. We  could  wish  at  this  time  that  there  was 
less  expenditure  of  effort  upon  the  superfluities 
and  a  greater  concentration  upon  the  necessaries, 
of  which  the  world  is  in  sore  need,  but  it  is  im- 
possible for  the  people  of  this  country  to  visual- 
ize the  conditions  existing  in  the  war  distressed 
countries.  It  is  a  significant  feature  of  popular 
expenditures  that  the  esthetic  quality  has  a  greater 
appeal  than  ever  before.  The  demand  is  not  for 
cheap  goods,  but  pleasing  goods. 

Conditions  for  Permanent  Prosperity. 

Nothing  is  required  to  maintain  prosperity  for 
the  people  of  the  United  States  but  common-sense 
and  the  practice  of  the  old  virtues,  industry,  self- 
restraint,  prudent  fore-thought,  and  a  spirit  of 
co-operation  not  only  among  themselves  but  to- 
ward the  other  peoples  of  the  world.  The  danger 
of  the  time  is  in  the  assertive,  querulous,  egotistic 
spirit  which  is  destructive  of  associated  effort  and 
an  embarrassment  to  social  progress.  Modern  in- 
dustrial society  to  .secure  the  best  results  requires 
the  co-operative  spirit,  the  desire  to  help  things 
along  rather  than  to  make  trouble.  Unfortunately 
the  troublemakers  are  very  numerous  everywhere. 

The  Money  Market. 

Although  call  rates  have  been  more  stable 
in  recent  weeks  the  money  market  has  under- 
gone no  other  improvement. 

Money  is  very  tight  and  there  is  no  prospect  of 
its  being  otherwise  soon.  Farm  land  settlements 
in  the  West  March  1st  make  important  demands 
for  credit,  and  the  installment  of  Federal  taxes 
falling  on  March  15  is  another  important  fac- 
tor. The  dominating  influence,  however,  and  for 
which  there  is  no  assurance  of  early  relief  is  the 
loss  of  reserves  by  the  Federal  reserve  hanks 
coupled  with  the  rising  costs  of  handling  busi- 
ness. 

It  is  higlily  important  that  the  necessity  for  con- 
serving credit  shall  be  clearly  understood  not  only 
among  bankers  but  throughout  the  business  com- 
munity, but  the  idle  talk  of  uninformetl  per- 
sons about  "panic"  is  to  be  deprecated.  The  old- 
fashioned  "panic,"  with  "runs"  on  the  banks  to 
withdraw  deposits,  and  suspension  of  cash  pay- 
ments, is  an  out-of-date  performance.  The  Fed- 
eral reserve  system,  with  its  practically  unlimited 
power  to  issue  currency,  put  an  end  to  that,  but 
it  is  a  mistake  to  confuse  unlimited  power  to  pav 
deposits  with  unlimited  power  to  make  loans,  llie 
hanks  can  do  the  former  but  they  cannot  do  the 
latter. 

In  New  York  time  money  on  collateral  loans  is 
commanding  8  to  914  per  cent. ;  call  money,  7  to 
15  per  cent.;  commercial  paper  is  sold  to  yield 
6j4  to  7  per  cent. ;  while  owing  to  the  usury  law 
regular  loans  to  customers  are  restricted  to  6  per 
cent. 


The  most  trustworthy  guide  to  the  general 
banking  situation  is  the  consolidated  report  of 
the  Federal  reserve  banks.  This  showed  on 
January  2  total  earning  assets,  $3,181,808,000, 
of  which  $2,805,818,000  were  bills,  and  on  Feb- 
ruary 28  total  earning  assets,  $3,279,232,000,  of 
which  $2,984,878,000  were  bills.  Reserves  have 
declined  from  $2,121,272,000  to  $2,083,878,000, 
and  owing  to  a  reduction  of  reserve  deposits  the 
percentage  of  gold  reser\-e  has  changed  but  slight- 
ly, from  42.6  to  42.5. 

Loans  at  Highest  Point. 

This  is  not  a  satisfactory  showing  for  the 
period  of  nearly  two  months  following  Jan- 
uary 1st.  It  is  the  settling-up  time  of  the 
year,  when  stocks  of  goods  and  materials  are 
usually  at  the  lowest,  when  collections  are 
large  and  borrowing  is  at  low  ebb.  It  is  un- 
satisfactory at  this  season  to  have  the  reserve 
banks  go  on  making  new  high  loan  records, 
notwithstanding  their  efforts  to  liquidate,  and 
in  the  face  of  reserve  losses  which  are  serious 
in  amount  and  in  significance  for  the  future. 

Federal  reserve  notes  in  circulation,  which 
reached  the  high  record  on  December  26  of 
$3,057,646,000,  and  then  declined  to  $2,844,- 
227,000  on  January  23,  had  risen  on  February 
28  to  $3,019,984,000.  We  do  not,  however,  at- 
tach primary  importance  to  this  item.  The 
real  expansion  of  credit  occurs  in  the  loans. 
After  a  loan  has  been  made  it  is  of  little  con- 
sequence whether  the  borrower  chooses  to 
make  use  of  the  credit  by  drawing  currency 
or  using  his  check  book,  and  it  is  impractica- 
ble to  put  any  restrictions  upon  him  in  this 
respect. 

Price  Level  Too  High. 

There  is  little  of  comment  to  be  added  be- 
yond what  has  been  said  over  and  over  again. 
The  banking  system  of  the  country  is  still 
operating  on  a  gold  basis ;  it  is  required  by  law 
to  keep  a  fixed  percentage  of  gold  against  its 
liabilities,  but  wages  and  prices  are  no  longer  on 
a  gold  basis.  They  are  being  pushed  upward  with- 
out any  regard  to  their  relation  to  gold  values, 
and  as  they  mount  higher  more  credit  is  nat- 
urally called  for  to  handle  the  business  of  the 
c  untry.  It  cannot  be  too  strongly  stated  that 
there  is  nothing  to  be  gained  by  going  farther 
along  this  road.  The  earning  paper  of  the  Federal 
reserve  banks  a  year  ago  aggregated  $2,263,- 
596,000  and  have  increased  $940,000,000  since. 
Thev  will  increase  another  billion  in  the  year 
to  come  if  no  attempt  is  made  to  hold  down 
industrial  costs,  and  it  will  be  just  as  hard  to 
stop  the  increase  then  as  it  is  now. 

This  pressure  upon  reserves  has  not  been 
caused  by  an  increasing  volume  of  production, 
for  in  most  lines  production  was  lower  in  1919 
than  in  1918.  It  has  been  caused  by  rising  costs 
and  prices,  and  an  increase  of  bank  credit  has  the 


same  effect  upon  prices  as  increasing  issues  of 
paper  money. 

The  reserve  dollar  is  the  gold  dollar,  but  the 
dollar  of  industrial  costs  and  of  prices  is  a 
light-winged,  soaring  dollar  which  bears  no 
constant  relation  to  anything  tangible.  It  is 
becoming  a  mere  figure  of  speech.  One  board 
of  arbitrators  alters  the  dollar  for  one  industry 
and  another  board  or  commission  alters  it 
somewhere  else,  all  in  the  interest  of  peace, 
and,  as  thev  believe,  fair  nbv.  But  each  altera- 
tion of  this  kind,  while  making  peace  in  one 
industry,  disturbs  conditions  elsewhere,  and 
the  general  result  is  a  continuation  of  changes, 
all  upward,  all  tending  to  farther  separate  the  dol- 
lar in  trade  and  industry  from  the  dollar  of  bank 
reserves. 

Credit  Expansion  and  Industrial  Costs. 

The  question  of  credit  expansion  is  directly 
related  to  industrial  costs  and  to  the  endless 
cycle  of  wage  and  price  advances.  The  cycle 
calls  continually  for  more  credit,  and  if  the 
supply  is  to  be  provided  indefinitely  the  "dol- 
lar" in  which  wages  are  paid  will  continue  to 
depreciate  in  purchasing  power,  and  the  whole 
industrial  and  financial  situj.tion  will  become 
more  and  more  hopelessly  confused.  It  would 
seem  that  we  have  gone  far  enough  in  this 
direction  for  everybody  to  see  that  there  is 
nothing  to  be  gained  for  honest  industry  by 
going  farther.  There  is  no  advantage  to  the 
wage-earner  in  reducing  the  currency  of  the 
United  States  to  mere  stage  money,  which  has 
no  definite  command  over  the  goods  he  wants 
to  buy,  or  in  having  the  industrial  structure 
lifted  up  on  a  vast  pyramid  of  credit,  which 
will  sooner  or  later  collapse  as  all  like  pyra- 
mids have  in  the  past.  Nobody  is  more  inter- 
ested in  a  sure  foundation  for  the  industries 
than  the  wage-earner. 

When  this  is  understood  it  will  be  seen  that 
a  resolute  stand  must  be  made  against  increas- 
ing the  volume  of  loans,  compelling  such  a 
restriction  of  new  undertakings  and  such  a 
lowering  of  costs  as  will  enable  the  business 
of  the  country  to  be  done  without  further 
credit  expansion.  If  the  people  will  set  them- 
selves to  increasing  production  and  paying 
their  debts  the  whole  situation  will  rapidly 
improve,  but  there  is  no  prospect  for  easier 
money  except  as  this  policy  is  pursued  and 
the  price-level  lowered. 

A  Time  for  Social  Spirit. 

It  will  be  said  in  behalf  of  further  wage  ad- 
vances that  they  are  necessary  to  equalize  the 
status  of  certain  industries  with  others,  but  there 
will  never  be  a  time  when  this  will  not  be  said.  If 
social  order  is  to  be  preserved  and  the  com- 
mon interests  of  all  protected  it  is  time  to  have 
less  said  about  individual  rights,  and  more 
said     about     individual    duties.      The    capabili- 


tics  of  a  people  for  co-operative  social  life 
and  development  depend  upon  their  recogni- 
tion of  obligations  to  promote  the  common 
welfare.  If  each  individual  will  do  his  simple 
duty  in  aiding  production,  avoiding  unneces- 
sary consumption  of  goods  known  to  be  in 
short  supply,  and  in  paying  his  individual 
debts,  the  banking  facilities  will  be  ample. 

The  situation  in  foodstuffs  is  now  favorable 
to  a  gradual  decline  of  prices.  The  discount 
upon  foreign  currencies  is  so  great  that  Euro- 
pean countries  are  constrained  to  reduce  their 
purchases  to  the  lowest  possible  amounts.  It 
is  probable  that  European  crops  will  be  larger 
this  year  than  last.  There  is  now  some  prob- 
ability that  food  exports  from  Russia  may  be 
available  this  year.  With  the  coming  of  spring 
fresh  vegetables  will  begin  to  appear  in  the 
markets  and  what  remains  of  storage  stocks 
will  be  released.  The  amount  of  available 
shipping  is  rapidly  increasing  and  will  reduce 
transportation  charges  between  countries. 

The  Scarcity  of  Goods. 

It  is  a  known  fact  that  scarcity  in  some  lines 
exists  as  a  result  of  the  war,  which  will  be 
gradually  remedied  as  industry  becomes  nor- 
mal. The  production  of  sugar  on  the  conti- 
nent of  Europe  was  down  about  4,000,000  tons 
in  1919,  and  sugar  is  dear  all  over  the  world 
in  consequence.  The  proper  action  for  this 
situation  is  for  every  person  to  do  with  a  little 
less  sugar,  each  accepting  his  share  of  the  de- 
ficit. Instead  of  this,  through  ignorance  and 
thoughtlessness  of  course,  the  people  of  the 
United  States  consumed  more  sugar  per  capita 
in  1919  than  ever  before  in  their  history.  That 
has  been  a  factor  in  making  the  price  high. 

And  so  the  production  of  cotton  and  woolen 
cloth  is  down  all  over  the  world,  not  only  as 
the  result  of  the  war  but  because  of  the  reduc- 
tion of  the  hours  of  labor  in  the  textile  indus- 
try in  nearly  all  countries  to  eight  hours  daily. 
Eventually  this  will  be  made  up,  although  at 
higher  cost,  by  the  enlargement  of  textile  mills, 
but  it  cannot  be  done  until  new  machinery  is 
provided.  The  shortage  of  clothing  which  re- 
sults temporarily  should  be  voluntarily  shared 
by  all.  Either  those  least  able  to  buy  must 
bear  an  undue  share  of  the  privation  or  every- 
body must  accept  some  share  of  it.  When  a 
person  says  that  he  is  entitled  to  have  his  pay 
increased  to  an  extent  that  will  meet  the  in- 
creased cost  of  living,  does  he  mean  tliat  he  wants 
enough  to  enable  him  to  buy  as  much  sugar  and 
clothing  as  in  normal  times?  No  possible 
wage  advances,  if  granted  to  the  whole  popu- 
lation alike,  could  get  everybody  as  much 
clothing  and  sugar  as  if  the  supply  was  a  full 
one.  And  this  is  true  of  many  other  things. 
Scarcity  should  be  met  by  economy,  smaller 
purchases  by  all,  and  by  strenuous  efforts  to 


increase  production,  not  by  a  mad  scramble 
for  each  to  get  as  much  or  more  than  before. 
It  is  a  time  for  patience,  reason,  helpfulness 
and  the  social  spirit. 

Gold  Exports. 

During  the  year  1914  exports  of  gold  from 
this  country  exceeded  imports  by  the  sum  of 
$165,228,415,  but  in  the  next  four  years  imports 
exceeded  exports  by  $1,152,269,399,  making  a 
net  gain  from  January  1,  1914,  to  December  31 
1919,  of  $987,040,984.  Under  the  tremendous 
pressure  for  bank  credit  existing  during  the  war, 
these  new  supplies  of  gold  were  promptly  en- 
gaged in  use,  becoming  the  basis  of  a  vast  body 
of  indebtedness.  By  this  means  the  loans  of  the 
national  and  state  banks  and  trust  companies 
have  more  than  doubled  since  June  30,  1914. 

There  were  plenty  of  warnings  while  this  easy 
expansion  of  credit  was  going  on  that  it  was  a 
dangerous  proceeding,  because  we  were  getting 
more  than  our  normal  share  of  the  world's  gold 
and  could  not  expect  to  hold  it  permanently.  If 
we  built  a  great  structure  of  credit  upon  it  we 
would  be  in  danger  of  having  the  foundation 
pulled  out  from  under  it.  As  far  back  as  July, 
1915,  this  Letter  said: 

"Gold  is  coming  to  this  country  in  enormous  amounts. 
There  is  no  prospect  for  any  counter  move- 
ment while  the  war  lasts,  but  eventually  the  counter 
movement  vvill  come,  supported  by  all  the  influences 
that  naturally  work  to  restore  the  equilibrium,  and  in 

what  position  will  this  country  be  to  meet  it? 

It  is  a  singular  demonstration  of  the  fundamental  in- 
terdependence of  modern  society  that  we  can  not 
safely  use  this  gold  until  normal  conditions  are  re- 
stored and  the  other  nations  are  able  to  sell  us  some- 
thing for  it.  We  dare  not  use  the  available  credit  our- 
selves, for  that  can  only  be  done  by  wholesale  borrow- 
ing on  the  part  of  the  public — borrowing  far  beyond 
the  needs  of  the  legitimate,  natural,  and  safe  develop- 
ment. The  condition  of  the  country  under  such  an 
indebtedness,  and  with  the  inflation  of  nominal  values 
which  such  an  amount  of  expenditure  would  cause, 
would  be  precarious.'' 

After  that  we  got  into  the  war  ourselves,  and 
under  the  urgency  of  the  situation  felt  obliged  to 
u'-e  the  gold.  We  have  now  the  anticipated  body 
of  indebtedness  based  upon  it,  and  month  by 
month  are  seeing  the  foundation  carried  away. 
The  restrictions  that  were  placed  upon  gold  ex- 
ports during  the  war  were  lifted  at  the  beginning 
of  June,  1919,  and  since  then  the  imports  and 
exports  of  the  metal  have  been  as  follows: 

Imports  Exports 

June,  1919   $26,134,460  $82,972,840 

July,    1919    1,846,495  54,673,227 

August,    1919    2,490,489  45,189,318 

September,    1919    1,471,628  29,050,466 

October,   1919   4,969,595  44,148,990 

November,  1919  2,3%,770  51,857,796 

December,   1919    12,914,036  46.216,236 

January,   1920   12,017,551  47,816,873 

Total    $64,341,024  $401,925,746 

Net  loss   $337,584,72? 


This  loss  was  reduced  by  the  receipts  of  gold 
from  Germany,  of  which  $112,800,000  is  held 
abroad  and  does  not  enter  into  the  figures  of 
imports.  That,  however,  was  a  special  transac- 
tion and  we  are  most  interested  in  the  natural 
movements.  The  tendency  is  evidently  against 
us,  although  held  in  check  by  the  fact  that  infla- 
tion exists  everywhere  else  as  well  as  here  and 
that  the  whole  world  is  needing  goods  from  us 
even  more  than  it  needs  gold. 

Gold  and  Silver  Exports  and  Imports, 
by  Countries. 

Below  are  shown  the  exports  and  imports  of 
gold  and  silver  of  the  United  States  in  the  calen- 
dar years  1918  and  1919,  by  countries: 


GOLD 

1918  1919 

Imports  from — 

France  

England  $1,286         $4, 

Canada  45.787,000        44, 

Central  Amer.   3.310,000  3 

Mexico  5,244,000  4, 

West  Indies  232,000 


SILVER 
1918  1919 


Brazil 

Chile 

Colombia 

Brit.  Guiana 

Peru 

Venezuela 

Dutch  E.  Indies 

Hongkong 

Phil.  Islands 


All  other 
Total 


399,000 
262,000 
2.537.000 
426.000 
637,000 
296.000 
798,000 

89'7',666 
1,217,000 


,056,000 
,487,000 
,473,000 
,464,000 
36,000 
26,000 
233,000 
557,000 
139.000 
815,000 
382,000 
851,000 
,018,000 
582,000 
415.000 


$194,000 

14:^,000 

7,641,000 

3,034,000 

51,017,000 

278,000 

4,000 

2,161,000 

210,000 

5.116,666 

1,000 

248,000 


6,000 
1,323,000 


$76,000 

62,000 

7,121,000 

5,200,000 

63,303,000 

90,000 

2.000 

1,927,000 

271,000 

8,863.666 

2.500 

1.774,000 

20.000 

12,000 

635,000 


$62,043,000       $76,534,000     $71,376,000      $89,410,000 


GOLD 


Exports  to — 

France 

Spain 

England 

Canada 

Mexico  '. 

West  Indies 

Argentina 

Chile 

Colombia 

Peru 

Uruguay 

Venezuela 

China 

British  India 

Dutch 

E.  Indies 
Hongkong 
Japan 
All  other 


1918 


$10,000 

l,5'46,666 
>,543.000 


6.000 

8,737,000 

1,440,000 

173,000 

i.uV.ooo 


1.068,000 

4b'7',666 


1919 

$4,153,000 

29,788,000 

2,091,000 

5,706,000 

10.358,000 

33.000 

•56,560,000 

100,000 

S,2'69,000 

3,383,000 

9,205,000 

12,052,000 

39,110,000 

34,301,000 

7,365.000 
40,086,000 
94,114,000 
14,522,000 


SILVER 
1918  1919 


$5,060,000 

32,688,666 

3.607.000 

2.792,000 

92.000 

179,000 


$6,588,000 

228 

15,635,000 

7,854.00a 

1,926.000 

163.000 

4,000 


2.000 


850.000 

23,786,000      177,583,000 
163,154,000       109.181,000 


770,000 
19,322,000 


1,397,000 


10,245,000 
3,946.000 
5,042,000 


Total  $41,070,000  t$368,185,000  $252,846,000  i$239.021,000 

•  Of  which  $14,700,000  went  in  the  month  of  December.  1919. 
t  Of  which  $24,986,000  went  in  the  roonih  of  December,  1919. 
t  Of  which  $46,257,000  went  in  the  month  of  December,  1919. 
I  Of  which  $30,595,000  went  in  the  month  of  December,  1919. 

Trade  With  South  America  and  Asia. 

It  will  be  seen  by  the  above  showing  of  the 
movements  of  gold  and  silver  that  most  of  the 
exports  of  silver  went  to  Asia  and  most  of  the 
exports  of  gold  went  to  Asia  and  South  America. 
Spain  was  the  only  country  of  Europe  which 
took  a  considerable  amount  of  gold. 

In  connection  with  the  statement  it  is  interest- 
ing to  study  the  trade  of  the  United  States  with 
the  countries  of  Asia  and  South  America,  in  the 
calendar  years  1918  and  1919,  which  is  shown  by 
the  following  table: 


ASIA 
Imports  from 
1918  1919 

Aden  $965,000  $5,175,000 

China  140,893.000        170,177,000 

Chosen  139,000  335,000 


Exports  to 
1918  1919 

$118,000       $1,659,000 
59.135.000     118,274.000 
1,826,000         3,333,000 


British  India 
Str. 

Settlements 
Dutch 

£.  Indies 
Hongkong 
Japan 
Russia 

in  Asia 
Siam 
Turkey 

in  Asia 


129,688,000 

150,231,000 

74,983,000 

30,068,000 

301,943,000 

2,975,000 
175,000 

486,000 


140,081,000 

145,862,000 

78,741,000 

22,119,000 

409,853.000 

6,710,000 
224,000 

22,838,000 


40,39^,000 

9,948,000 

23,379,000 

24,665,000 

273,775,000 

8.433,000 
1,577,000 


67,006,000 

12,135,000 

46,576,000 

22,093,000 

366,365.000 

54,679.000 
1,938,000 


416,000        4,842,000 


Total  Asia     $853,375,000  $1,041,444,000  $445,501,000  $703,667,000 


SOUTH 

Imports  from 

1918 

$228,388,000 

452,000 

98,038,000 

166,083,000 

24,725,000 

10,122,000 

394,000 

140,000 

34,423,000 

35,583,000 

11,957,000 


$199 

2, 

233 

82. 

42, 

8, 


AMERICA 

1919 

158,000  $105 

5 

57, 

66 

10, 

4 

5 


,434,000 
,571,000 
,442,000 
911.000 
966,000 
399,000 
031,000 
111,000 
484,000 
111,000 


Export; 
1918 
,105,000 
,289,000 
,391,000 
,404,000 
546,000 
172,000 
,511,000 
701,000 
716,000 
193,000 
161,000 


s  to 

1919 

$155,968,000 

4,471,000 

114,656.000 

53.472,000 

24,144,000 

7,501.000 

5,125,000 

894,000 

26,945,000 

31,42'0,000 

14.429,000 


Argentina 

Bolivia 

Brazil 

Chile 

Colombia 

Ecuador 

Brit.  Guiana 

Paraguay 

Peru 

Uruguay 

Venezuela 

ToUlS.  A.    $610,531,000      $687,525,000  $302,710,000  $442,127,000 

It  will  be  seen  that  in  relations  with  us  Asia 
had  a  trade  balance  in  1918  of  $407,874,000  and 
in  1919  of  $337,777,000,  while  South  America  had 
a  balance  in  1918  of  $307,821,000  and  in  1919 
of  $245,398,000.  We  sent  Asia  $1,068,000  of 
gold  and  $207,032,000  of  silver  in  1918,  and  $214,- 
976,000  of  gold  and  $201,831,000  silver  in  1919. 
We  sent  South  America  $11,493,000  of  gold  in 
1918  and  $86,569,000  in  1919. 

Our  great  favorable  trade  balance  has  been  with 
Europe,  to  which  we  sent  in  1919  $5,185,983,50 
worth  of  commodities  other  than  the  prescious 
metals  and  from  which  we  received  $750,569,- 
784  worth.  In  1918  our  exports  to  Europe  were 
$3,858,697,768  and  our  imports  from  Europe  were 
$318,121,271.  If  we  could  apply  a  small  portion 
of  what  is  coming  to  us  from  Europe  upon  our 
indebtedness  to  Asia  and  South  America  we  could 
readily  stop  these  exports  of  gold. 

Trade  With  Other  Countries. 

Our  trade  with  the  principal  countries  of  Eu- 
rope and  other  countries  not  given  above,  in  1918 
and  1919  was  as  follows : 


1018 


Imports 
Xrom 


Exports  to 


1019 

Imports 
from        Exports  to 


Austria- 
Hungary..  $97,.32.3    $ 

Ili-lKium    ....  13.004  ]iH,64n,.33S 

Denmark    ...  700,418  11,353,»15 

Finl.ind    ....          2V>8 

France     50,.500,S.54  031,199,774 

Germany    ...  317,706      

Greece    ]9.13i;,S.32  4.310,471 

Italy    24,.340,022  492,174.547 

Netherlands..  8,.S24,4ia  11,309.2()» 

Norway    2,015.8.51  .3«,1.37,464 

.Spain     1,S,4S8,289  69,188,733 

Sweden    5,0.33,490  15,074,108 

Switzerland..  16,882,742  27,002,921 

United 

Kingdom..  148,614,815  2,061,292.543 

Canada     ....451,095,009  886,877,.tS1 

Central    Am. 

States    44,131,122  40,S99,0(!5 

Mexico    158,013,427  07,788,730 

West  Indies 
(including 

Culm)    ....  310,470,808  282,133,528    401,048,522      353,440,095 

Anstra  I.- 
Asia      08,871.941  102,688,145 

Br.    Africa...  51,637,280  43,758,997 

Philippine 

Islands    ...  85,920,717 


$2,390,973 

7,700.100 

0,201,7.50 

1.215,361 

123,871,409 

10.024.229 

28,611, 2.S8 

59,048,446 

73,500,503 

7,371,249 

49,391,003 

13,823,982 

27,687,818 


$42,211,504 
377„S7(;,:iOS 
16:i,9U5,47S 

21,S14.020 
893.3«.S,9!»« 

92,701,314 

42,S8;),610 
442,676.842 
2.35,134,440 
135,1 34,.594 
102,819,694 
133,063,131 

70,145,554 


309,189.26.5  2,279,178,018 
494,093,800     734,207,280 

43,149,859       55,042.956 
118,92«,376     131,451,001 


84,220,388      123.980.998 
00,158,517       59,452,750 


62,975,872      88,289,336       70,310,202 


The  frMcnt  OoM  Movement. 

Gold  exports  in  January,  1920,  aggregated 
$47,816,873,  with  imports  of  $12,017,561.  The 
bulk  of  the  latter  came  from  Canada  while  the 
exports  went  chiefly,  as  heretofore,  to  South 
America  and  Asia.  Argentina  has  taken  $32,- 
000,000  since  February  1st  and  $40,500,000  has 
gone  to  South  America  since  January  1st. 

The  heavy  shipments  to  Argentina  have  given 
some  reason  for  the  belief  tliat  British  imports 
from  that  country  are  being  paid  for  in  this  man- 
ner, and  it  might  be  accomplished  upon  the  initia- 
tive of  either  London  or  Buenos  Aires.  The  fact 
that  on  the  whole  London  is  largely  indebted 
to  New  York  does  not  exclude  individuals 
in  London  from  having  credit  balances  in  New 
York.  When  an  English  holder  of  American  se- 
curities sells  them  in  New  York,  or  an  English 
manufacturer  or  trader  sells  goods  in  this  coun- 
try, the  bank  credit  which  is  created  is  his  to  do 
what  he  wills  with  it.  Moreover,  London  comes 
into  possession  of  claims  which  other  countries 
such  as  India,  the  Straits  Settlements  and  Brazil 
have  against. New  York,  and  may  use  them  to 
draw  gold  for  shipment  to  Buenos  Aires. 

It  is  customary  for  exporters  of  grain  and 
other  products  from  Buenos  Aires  to  England 
to  draw  bills  of  exchange  against  thein,  on  Lon- 
don. They  sell  the  bills  in  the  best  market  and 
if  that  is  New  York  rather  than  Buenos  Aires, 
they  may  sell  them  here  and  take  the  proceeds 
in  gold.  This  is  a  broader  excliange  market  than 
Buenos  Aires,  and  if  exports  from  the  latter  place 
were  unusually  heavy  it  might  very  well  be  de- 
sirable to  divide  the  sales  between  the  two  mar- 
kets. Tlie  settlements  of  international  trade  are 
complicated. 

Why  Not  An  Embargo. 

Why  not  restore  the  embargo  upon  gold?  This 
question  is  commonly  asked.  VVhy  should  the 
United  States  try  to  maintain  gold  payments  when 
all  the  rest  of  the  world  has  suspended,  and  why 
should  the  United  States  allow  itself  to  be  drained 
of  gold  to  pay  the  debts  of  Great  Britain  or  any 
other  country,  etc.'' 

The  first  answer  is  that  the  United  States  is 
meeting  the  obligations  of  its  own  monetary  sys- 
tem, as  every  country  ought  to  do  for  its  own 
honor  and  its  own  advantage  so  long  as  it  is 
able  to  do  so.  When  conditions  develop  which 
render  it  impossible  for  a  country  to  meet  its  ob- 
ligations, it  must  perforce  make  the  best  of  it, 
but  the  countries  which  have  been  obliged  to  sus- 
pend gold  payments  regret  the  fact  and  wish  to 
resume  as  soon  as  possible. 

The  prestige  of  London  as  a  financial  center 
was  largely  based  upon  the  fact  that  it  was  the 
only  money  market  and  depository  of  funds  which 
might  be  counted  upon  not  to  suspend  gold  pay- 
ments or  raise  obstacles  to  withdrawals.  Paris 
and  Berlin,  while  nominally  free  gold  markets, 
had  ways  of  making  it  costly  to  withdraw  funds. 


ITie  eflfect  was  just  that  which  results  when  any 
banking  institution  raises  an  objection  to  paying 
ca'h  over  the  counter  on  demand — it  turned  busi- 
ness elsewhere,  and  contributed  to  London's  pre- 
eminence. It  may  be  recalled  that  in  1907  the 
United  States  drew  over  $100,000,000  of  gold 
from  London  within  a  few  weeks,  a  stuf)endous 
movement  at  that  time  and  occasioning  great  in- 
convenience, but  no  obstacles  were  raised. 

Other  Countries  Use  London's  Credit. 

Within  recent  months  several  of  the  countries 
of  Europe,  notably  France  and  Italy,  have  been 
paying  for  purchases  in  the  United  States  by 
drawing  through  London.  They  obtain  credits 
in  London  and  then  convert  sterling  exchange 
into  dollars,  following  this  course  because  sterling 
is  less  depreciated  in  New  York  than  francs  or 
lira.  The  effect,  of  course,  is  to  increase  the  pres- 
sure upon  sterling  in  New  York,  and  raise  the 
cost  of  all  British  imi»rtations  from  here,  but  no 
objection  is  made  in  London. 

In  a  time  like  this,  when  all  the  rest  of  the 
world,  including  even  London,  is  down,  it  may  be 
said  that  no  invidious  comparisons  could  be  made 
if  the  United  States  should  do  as  the  rest  are 
compelled  to.  One  answer  to  this  is  that  in  the 
ability  to  deal  with  a  situation  like  the  present 
with  courage  and  success,  to  meet  all  obligations 
despite  the  difficulties,  and  to  be  of  service  to 
others  in  time  of  stress,  lies  the  secret  of  achieve- 
ment and  prestige.  Another  answer  is  that  the 
only  excuse  for  failure  to  meet  honorable  obliga- 
tions is  in  manifest  inability  to  do  so,  and  the 
the  world  will  have  its  own  opinion  whether  the 
United  States  with  more  than  a  normal  share  of 
the  world's  gold  should  have  considered  itself 
unable  to  go  further. 

The  Economy  of  Qold  Payments. 

The  gold  which  is  leaving  the  United  States 
all  goes  to  pay  our  debts  and  pays  them  upon  the 
most  favorable  temis  possible.  When  the  United 
States  placed  a  partial  embargo  upon  gold  ex- 
ports two  years  ago,  exchange  on  Buenos  Aires 
went  to  a  premium  of  7  per  cent,  and  would  have 
gone  very  much  higher  if  the  Argentine  govern- 
ment had  not  granted  a  credit  to  the  Federal  Re- 
serve Bank  of  New  York  of  $100,000,000,  and  ex- 
change on  Spain  to  a  premium  of  50  per  cent,  and 
the  cost  of  all  our  importations  from  those  coun- 
tries was  increased  to  that  extent.  When  the  em- 
bargo was  removed,  the  premium  disappeared,  or 
fell  to  approximately  the  cost  of  shipping  gold. 
Our  importations  from  Argentina  are  mainly 
hides,  wool  and  other  raw  materials,  the  prices  of 
which  we  wish  to  have  reduced  rather  than  in- 
creased. We  enjoy  the  advantage  today  of  mak- 
ing our  purchases  from  the  whole  world  on  a  gold 
basis,  whether  we  are  actually  shipping  gold  to 
make  particular  purchases  or  not,  while  if  we  go 
off  the  gold  basis,  we  will  pay  tlie  premium  not 
merely  on  the  trade  balances  to  a  few  countries. 
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but  upon  the  entire  volume  of  purchases  from 
them,  and  our  purchases  even  in  other  countries 
will  be  more  or  less  aflFected. 

Licensed  Exports. 

It  is  suggested  that  we  go  back  to  the  system 
of  licensing  exports,  letting  gold  go  in  direct  ex- 
change for  our  imports  of  commodities,  thus  pre- 
venting drafts  upon  our  reserves  to  pay  the  bal- 
ances of  other  countries.  It  is  well  to  recognize, 
however,  that  the  game  of  direct  settlements  is 
one  that  everybody  can  play.  The  Straits 
Settlements,  for  instance,  and  Brazil  as  appears 
above,  each  have  trade  balances  which  would  en- 
able them  to  claim  over  $100,000,000  per  year 
from  us  on  direct  settlements,  and  if  gold  is  al- 
lowed to  go  to  them  it  may  go  through  them  to 
other  countries.  As  said  before,  international 
trade  settlements  are  very  complicated. 

It  is  true  that  by  adding  to  the  policy  of  direct 
settlements,  executive  power  to  place  an  embargo 
upon  commodity  imports  of  all  kinds,  thus  bring- 
ing the  foreign  trade  of  the  country  under  com- 
plete control,  importations  might  be  considerably 
reduced,  but  importations  from  the  countries 
where  we  have  adverse  balances  are  generally  of 
things  like  raw  materials  and  food  products, 
which  we  cannot  well  do  without. 

Deflation  Better  Than  Inflation. 

It  is  to  be  considered  also  that  the  policy  of 
deflation,  if  not  made  too  drastic,  undoubtedly  is 
the  sound  policy  for  this  country.  Inflation  has 
gone  far  enough,  and  too  far.  The  country  should 
face  about,  and  set  itself  to  the  task  of  reducing 
the  enormous  volume  of  indebtedness  which 
chokes  up  the  banking  system.  In  other  words 
it  should  set  itself  to  the  task  of  really  paying 
that  portion  of  the  war  expenses  which  is 
still  carried  by  the  banks.  Taxation  should  be 
made  broad  enough  and  general  enough  to  divert 
some  of  the  extravagant  personal  expenditures 
now  to  be  seen  on  all  sides  to  that  end. 

We  ought  not  to  be  deceived  by  the  present 
period  of  inflation  and  extravagance,  for  every 
war  has  been  followed  by  a  similar  period.  We 
should  follow  the  path  which  prudence  and  experi- 
ence points  out,  and  endeavor  by  the  reduction  of 
indebtedness,  economy  in  expenditures  and  cau- 
tion in  commitments  to  move  at  least  slowly  in  the 
direction  of  normal  conditions. 

If  we  do  this  we  will  have  gold  to  spare,  and 
it  is  more  profitable  to  get  rid  of  it  than  to  keep 
it.  There  is  no  better  use  to  which  a  merchant 
can  put  his  ready  cash  than  in  discounting  his 
bills,  and  our  gold  payments  are  doing  this  at  a 
very  high  rate  of  discount. 

Oold  Exports  Less  Serious  Than  Rising  Loans. 

There  is  less  occasion  for  concern  over  declin- 
ing reserve  percentages  which  result  from  exports 
of  gold  than  in  the  case  of  declining  percent- 
ages which  result  from  increasing  loans.  The  lat- 
ter would  show  that  inflation  was  still  going  on ; 


the  former  is  a  process  of  debt-paying  and  in  view 
of  our  creditor  position  toward  Europe  and  the 
size  of  our  gold  reserve  the  losses  are  not  in 
themselves  alarming. 

In  fact  the  losses  thus  far  may  be  regarded  as 
beneficial  rather  than  harmful.  They  are  more 
healthful  than  gold  imports  would  have  been. 
A  little  gold-letting  may  be  a  good  thing.  When 
the  British  government  released  the  Cape  gold  for 
free  exportation  there  was  reason  for  apprehen- 
sion that  a  large  part  of  the  product  might  come 
here  and  that  some  of  the  reserves  of  neutral 
countries  might  be  released  for  purchase  in 
United  States.  It  is  better  that  no  such  influx  has 
occurred.  The  efforts  of  the  Federal  Reserve  au- 
thorities to  check  expansion  might  not  have  com- 
manded the  cooperation  that  is  needed  if  reserves 
had  been  increasing  instead  of  decreasing. 

Qold  Exchange  Standard. 

There  would  be  no  danger  in  having  gold  re- 
serves very  much  below  the  requirements  of  the 
Federal  reserve  act,  if  the  low  percentage  was 
due  to  exports  of  gold  and  not  to  increasing 
liabilities.  The  latter  is  the  thing  to  be  feared. 
As  has  been  said  many  times,  a  banking  reserve 
should  be  regarded  as  a  provision  for  use  in 
emergencies.  The  strength  of  a  40  per  cent  re- 
serve is  in  the  amount  stored  up  for  an  emer- 
gency. 

The  most  important  use  for  gold  is  in  the  for- 
eign trade.  The  most  effective  means  of  keeping 
a  country  on  a  gold  basis  is  by  supplying  gold 
for  the  foreign  payments.  Paper  currency  will 
answer  the  purpose  at  home,  but  foreign  pay- 
ments require  either  gold  or  foreign  credits.  It 
has  been  demonstrated  over  and  over  again 
that  a  comparatively  small  amount  of  gold  will 
maintain  a  very  large  volume  of  credit  so  long 
as  foreign  drafts  are  supplied  as  needed.  The 
gold  exchange  standard  of  India  was  a  success 
for  more  than  fifteen  years,  until  all  exchanges 
were  deranged  by  the  war.  It  need  not  be 
doubted  that  one-half  of  the  gold  held  by  the 
Federal  reserve  banks  could  be  exported  with- 
out disturbing  the  relations  of  our  paper  cur- 
rency to  gold. 

Suspension  of  Reserve  Requirements. 

The  reserve  conditions  laid  upon  the  Federal 
reserve  banks  are  conservative,  and  as  they 
should  be.  They  were  intended  to  give  an  ef- 
fective check  to  expansion  at  40  per  cent.,  but 
there  is  a  furtlier  provision  for  the  suspension  of 
reserve  requirements  which  is  admirably  adapted 
for  dealing  with  a  reserve  deficiency  which  is  cre- 
ated by  gold  exports.  This  provision  is  contained 
in  paragraph  68  of  the  Reserve  Act,  reading  as 
follows : 

The  Federal  Reserve  Board  shall  be  authorized 
and  empowered  to  suspend  for  a  period  not  exceed- 
ing thirty  days,  and  from  time  to  time  to  renew  such 
suspension  for  periods  not  exceeding  fifteen  days, 
any  reserve  requirement  specified  in  this  Act:  Pro- 
vided, That  it  shall  establish  a  graduated  tax  upon 


the  amounts  by  which  the  reserve  requirements  of 
this  Act  may  be  permitted  to  fall  below  the  level 
hereinafter  specified:  And  provided  further,  That 
when  the  gold  reserve  held  against  Federal  reserve 
notes  falls  below  forty  per  centum,  the  Federal  Re- 
serve Board  shall  establish  a  graduated  tax  of  not 
more  than  one  per  centum  per  annum  upon  such  de- 
ficiency until  the  reserves  fall  to  thirty-two  and  one- 
half  per  centum,  and  when  said  reserve  falls  below 
thirty-two  and  one-half  per  centum,  a  tax  at  the  rate 
increasingly  of  not  less  than  one  and  one-half  per 
centum  per  annum  upon  each  two  and  one-half  per 
centum  or  fraction  thereof  that  such  reserve  falls  be- 
low thirty-two  and  one-half  per  centum.  The  tax 
shall  be  paid  by  the  reserve  bank,  but  the  reserve 
bank  shall  add  an  amount  equal  to  said  tax  to  the 
rates  of  interest  and  discount  fixed  by  the  Federal 
Reserve  Board. 

This  shows  that  the  siisfiension  of  reserve 
requirements  is  wholly  within  the  authority  of 
the  Federal  Reserve  Board,  subject  to  the  levy 
of  a  graduated  tax,  which  is  to  be  fixed  by  the 
Reserve  Board,  except  that  it  must  not  be  at  a 
higher  rate  than  one  per  cent  per  annum  until 
the  reserve  has  fallen  below  32,'/'$  per  cent. 

There  is  nothing  very  severe  about  this,  and 
there  is  no  reason  why  a  deficiency  which  is  not 
occasioned  by  rising  loans  but  by  loss  of  re- 
serves, should  be  severely  penalized.  That  is  a 
contingency  not  wholly  within  the  power  of  the 
banks  to  control,  and  which  they  cannot  imme- 
diately remedy. 

It  will  be  seen  that  the  loss  of  gold  and  the 
decline  of  reserves  to  or  below  the  40  per 
cent  ratio,  need  not  of  itself  be  regarded  as 
something  alarming.  The  reserve  act  contem- 
plates and  provides  for  it  in  an  emergency,  and 
how  could  there  be  a  greater  emergency  than 
this  which  the  war  has  created? 

Loan  Contraction  a  Gradual  Process. 

While  it  is  imperative  that  the  country  shall 
not  go  on  increasing  the  volume  of  bank  loans, 
it  is  also  impracticable  to  suddenly  and  rapidly 
reduce  them.  There  are  two  methods  by  which 
they  may  be  reduced,  to-wit:  first  by  holding 
new  and  unnecessary  enterprises  in  check  and 
using  accumulations  of  capital  to  pay  off  exist- 
ing indebtedness  and  clean  up  the  situation ;  sec- 
ond, as  the  result  of  the  fall  of  prices  which  will 
naturally  follow  the  increase  of  production  as 
the  world  returns  to  more  normal  industrial 
conditions.  The  situation  should  not  be  pressed 
beyond  the  accomplishinent  of  these  purposes 
because  it  cannot  be  without  interfering  with 
industry  and  production.  Industrial  disturbances, 
railway  congestion,  tmcertainty  about  deliveries, 
high  prices  abroad,  and  similar  causes,  compel 
the  use  of  abnormal  amounts  of  credit  and  this 
fact  cannot  be  disregarded.  The  situation  should 
be  dealt  with  firmly  but  considerately. 

Demands  of  Japan  and  Argentina. 

Exchange  rates  between  this  country  and  Japan 
are  in  favor  of  this  country  at  the  moment,  but 
the  trade  balance  between  the  two  countries  has 
been  turning  heavily  in  favor  of  Japan.    For  the 


first  six  months  of  1919  our  exports  to  that  coun- 
try were  $204,813,261  and  our  imix)rts,  $141,- 
971,803;  for  the  second  six  months  our  exports 
were  $161,557,332  and  our  imports  $267,966,736. 
Japan's  total  foreign  trade  for  the  year  was 
slightly  against  her  on  balance. 

As  to  Argentina,  the  amount  of  gold  which 
it  is  absorbing  is  abnormal,  when  its  popula- 
tion of  only  about  8,000,000  people  is  con- 
sidered. The  statesmen  and  financiers  of  Ar- 
gentina are  well-informed  and  familiar  with  the 
dangers  of  inflation,  and  it  may  be  presumed  that 
they  will  not  look  with  favor  upon  these  excessive 
additions  to  the  monetary  stock,  which  must  have 
the  effect  of  increasing  the  cost  of  living,  if  con- 
ditions in  Argentina  are  similar  to  those  in  other 
countries  there  will  be  greater  need  for  merchan- 
dise to  replenish  stocks  and  for  supplies  and  ma- 
chinery for  the  industries,  and  equipment  for  the 
railroads,  to  make  up  for  the  enforced  restrictions 
of  war  time,  than  for  gold.  And  even  if  there  is 
no  occasion  to  disburse  the  credit  balance  in  this 
manner,  it  would  seem  that  there  is  still  no  advan- 
tage in  importing  the  gold,  as  it  will  be  as  useful 
for  reserve  purposes  or  to  draw  against  in  world 
transactions  in  New  York  as  in  Buenos  Aires. 

We  have  referred  above  to  the  credit  of  $100,- 
000,000  granted  by  the  Argentine  government  in 
1918  to  the  Federal  Reserve  Bank,  of  New  York. 
The  bank  was  authorized  to  sell  drafts  on  Buenos 
Aires,  holding  the  receipts  for  the  credit  of  the 
Argentine  government,  which  provided  the  funds 
for  honoring  the  drafts  in  Buenos  Aires.  This  set- 
tled the  accounts  arising  from  trade  between  the 
countries,  leaving  the  Argentine  government  with 
a  credit  in  this  country,  a  large  part  of  which  re- 
mains unliquidated  today,  because  there  has  been 
no  occasion  to  use  it.  The  balance  is  approxi- 
mately $70,000,000.  This  would  seem  to  be  an 
arrangement  which  might  be  extended  under  con- 
ditions which  would  be  mutually  advantageous. 
Such  funds  might  be  employed  if  desired,  in  short 
loans  in  this  market,  and  yet  remain  promptly 
available. 

Prompt  Payments  a  Condition  of  Credits. 

It  is  evident,  however,  that  Argentina  will  not 
only  be  unwilling  to  increase  her  accumulations 
here  but  will  be  prompted  to  withdraw  her  present 
balances,  if  there  is  any  reason  to  suspect  that  the 
United  States  is  contemplating  the  establishment 
of  a  new  embargo  upon  gold.  Indeed  it  is  not  im- 
probable that  the  recent  withdrawals  were  due  in 
some  degree  to  the  irresponsible  gossip  that  such 
action  might  be  taken,  which  was  proinptly  re- 
ported in  the  Buenos  Aires  newspapers.  It  may 
be  added  that  all  recent  shipments  have  been  for 
private  account,  the  Argentine  government  bal- 
ances remaining  undisturbed.  The  understanding 
when  the  $100,000,000  credit  was  granted,  in- 
cluded an  agreement  that  the  Argentine  govern- 
ment  should  have  unrestrained  right   of   with- 
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drawal  after  a  given  time,  and  this  assurance 
would  have  to  be  given,  undoubtedly,  to  cover  ad- 
ditional deposits. 

The  British,  French  and  Italian  governments 
have  had  applications  pending  in  Buenos  Aires 
since  last  July  for  a  credit  of  200,000,000  pesos, 
and  the  President  and  Minister  of  Finance  have 
approved  the  loan  and  recommended  it  to  the  na- 
tional Congress,  with  the  result  that  it  passed  one 
House  by  a  close  vote  but  has  failed  to  pass  the 
other.  If  that  loan  had  gone  through  these  ship- 
ments of  gold  from  New  York  doubtless  would 
have  been  obviated. 

An  Argentine  government  issue  in  1915,  of 
$25,000,000  and  £5,000,000  Sterling  will  be  due 
May  1,  1920.  The  dollar  bonds  are  payable  in 
New  York  and  the  Sterling  bonds  in  London,  and 
it  is  understood  that  most  of  the  latter  are  now 
held  in  this  country.  The  Argentine  government 
has  taken  no  steps  in  regard  to  them,  and  is  pos- 
sibly intending  to  pay  a  part  or  all  of  them. 

International  Cooperation. 

The  whole  world  is  in  an  upset  condition,  and 
it  is  highly  desirable  that  each  nation  shall  pursue 
a  policy  in  relation  to  international  trade  and 
finance  which  instead  of  increasing  the  confusion 
will  tend  to  promote  international  co-operation 
and  stability.  These  matters  are  suitable  subjects 
for  international  conference  and  negotiations,  so 
that  policies  which  serve  the  mutual  advantage 
may  be  agreed  upon.  The  international  financial 
situation  is  somewhat  like  the  old  banking  situ- 
ation in  this  country  before  the  Federal  reserve, 
system  was  adopted,  when  each  bank  sought  to 
hoard  cash  and  collect  loans  at  the  expense  of 
its  neighbors. 

Foreign  Trade  and  Exchanges. 

The  foreign  trade  figures  for  January  again 
furnished  a  surprise  as  to  exports,  which  rose  ^9,- 
000,000  over  those  for  December,  although  there 
was  much  talk  during  the  month  that  they  were 
falling  off.  Big  figures  for  cotton  were  an  im- 
portant factor.  Imports  were  expected  to  show 
an  increase  and  did  so.  The  figures  for  the  month 
were  $737,000,000  for  exports  and  $474,000,000 
for  imports,  bringing  the  net  balance  considerably 
below  the  $300,000,000  mark  which  was  com- 
monly reached  last  year.  The  source  of  the  gain 
in  imports  is  not  shown  by  the  preliminary  state- 
ment. If  they  came  from  Europe  the  gain  is  en- 
couraging, as  indicating  an  increase  of  buying 
power,  and  support  for  the  exchanges,  but  if  they 
came  from  the  countries  which  are  drawing  gold 
from  us  they  are  not  welcome. 

All  of  the  important  foreign  exchanges  made 
new  low  records  in  February,  but  recovered  a 
portion  of  the  ground  lost.  In  the  first  week  of 
the  month  sterling  broke  to  $3.18,  but  subse- 
quently worked  back  to  as  high  a  point  as  $3.49, 
although  this   was   not   held.     The  market  has 


shown  but  little  stability,  the  fluctuations  being 
due  apparently  to  the  amount  of  the  offerings. 
Cotton  has  continued  to  go  out  in  large  quantities 
but  grain,  meats  and  other  commodities  have  been 
moving  less  freely,  and  the  offerings  of  bills  are 
reported  as  smaller. 

Our  monthly  table  of  quotations  of  the  prin- 
cipal exchanges,  showing  the  parity, — changes 
during  the  past  month  and  percentage  of  dis- 
count from  par,  is  given  below: 


Rate 

New 

Change 

Depre- 

Unit 

in  cents 

rate 

from 

ciation 

Value 

Jan.  29  F 

eb.  28 

Par 

in% 

Canada    

1.00 

.9075 

.8600 

.14 

14.0 

Germany  . . . 

.2382 

.0135 

.0105 

.2277 

95.6 

Italy  

.1930 

.0649 

.0543 

.1387 

71.9 

Belgium    . . . 

.1930 

.0727 

.0727 

.1203 

62.3 

France    

.1930 

.0760 

.0702 

.1228 

63.6 

England    . . . 

4.8665 

3.5300 

3.3800 

1.4865 

30.5 

Switzerland. 

.1930 

.1786 

.1613 

.0317 

16.4 

Holland    ... 

.4020 

.3875 

.3700 

.0320 

7.9 

Denmark    . . 

.2680 

.1650 

.1500 

.1180 

44.0 

Norway   

.2680 

.1780 

.1725 

.0955 

35.6 

Sweden   .... 

.2680 

.1970 

.1875 

.0805 

30.0 

Spain   

.1930 

.1850 

.1740 

.0190 

9.8 

Argentine  . . 

.9648 

.9800 

.9850 

t.0202 

♦2.1 

Japan  

.4985 

.4875 

.4800 

.0185 

3.7 

♦Premium.         tAbout  par. 

Certain  fundamental  truths  as  to  the  European 
situation  were  clearly  set  forth  in  the  call  for 
an  international  conference,  published  in  this  Let- 
ter last  month.  The  national  budgets  should  be 
balanced,  and  revenues  sufficient  to  meet  govern- 
mental expenditures  raised  by  taxation.  Respons- 
ible control  should  be  established  over  imports, 
so  that  whatever  exchange  is  available  should  be 
used  only  for  necessary  purchases.  The  pro- 
ceeds of  loans  placed  in  this  country  should  be 
strictly  applied  to  the  purchase  of  supplies  nec- 
essary to  sustain  the  working  power  of  the  popu- 
lations and  for  industrial  equipment  and  raw 
materials. 

Subject  to  these  provisions  there  is  need  for 
help  from  America.  It  is  not  enough  to  say 
that  Europe  must  go  to  work,  when  the  people 
are  without  the  tools,  or  materials  with  which 
work  is  done,  and  are  lacking  the  food  and  cloth- 
ing required  to  sustain  life  and  protect  them  from 
exposure.  Certain  features  of  the  situation  are 
well  known.  Europe  before  the  war  was  obliged 
to  import  large  quantities  of  food  and  raw  ma- 
terials, but  was  able  to  pay  for  them  with  the 
manufactures  which  it  exported.  But  it  will  have 
little  to  export  until  it  has  raw  materials. 

President  Wilson  and  Secretary  Glass  in  De- 
cember last  united  in  a  recommendation  to  Con- 
gress for  the  appropriation  of  $150,000,000  for 
the  purchase  of  food  for  the  cities  of  Austria, 
Poland,  and  Hungary,  and  for  the  people  of  Ar- 
menia. After  a  month  or  so  of  delay  the  House 
Committee  decided  to  recommend  an  appropria- 
tion of  $.50,000,000,  but  even  this  measure  appears 
to  have  been  dropped.  It  must  be  supposed  that 
the  Committee  has  information  upon  the  situation 


different  from  that  which  is  commonly  available, 
but  the  various  relief  committees  join  Mr.  Hoover 
in  urging  that  aid  be  promptly  provided. 

FuodloK  the  Foreign  Loans. 

Negotiations  are  reported  to  be  under  way  for 
funding  the  short  term  obligations  of  the  govern- 
ments associated  with  the  United  States  in  the 
war  and  indebted  to  it  upon  loans  aggregating 
nearly  $10,000,000,000.  No  understanding  has 
been  announced,  but  the  Secretary  of  the  Treas- 
ury in  his  letter  to  the  Chairman  of  the  Ways  and 
Means  Committee  of  the  House  not  only  ex- 
pressed very  strongly  his  conviction  that  the  col- 
lection of  accruing  interest  should  be  deferred 
for  a  time,  but  that  he  had  authority  under  the 
act  authorizing  the  loans  to  arrange  for  dates  of 
payment  and  rates  of  interest.    He  said : 

My  advisers  are  firmly  of  the  opinion  that,  in 
connection  with  and  as  a  part  of  a  general  funding 
of  the  demand  obligations  into  time  obligations,  I 
am  duly  authorized,  under  the  Liberty  loan  acts,  to 
spread  over  subsequent  years  the  interest  which 
would  accrue  during  the  reconstruction  period  of, 
say,  two  or  three  years,  and  to  include  such  amounts 
in  the  time  obligations.  If,  however,  the  Ways  and 
Means  Committee  of  the  House,  which  shared  with 
the  Secretary  of  the  Treasury  the  initial  responsi- 
bility for  the  Liberty  loan  acts,  should  question  my 
power  so  to  act,  I  shall  be  pleased  to  have  you  so  in- 
form me  at  once,  in  order  that  I  may  lay  before  your 
committee  a  proposal  for  further  enabling  legisla- 
tion. 

We  have  repeatedly  supported  the  view  that 
it  was  impracticable  and  from  every  standpoint 
inadvisable  to  seek  the  collection  of  interest  at  this 
time,  and  that  the  collection  of  any  part  of  the 
principal  should  also  be  deferred  until  trade  and 
industrial  conditions  have  become  more  normal. 
It  is  in  the  mutual  interest  that  the  debtor  nations 
shall  have  the  opportunity  to  re-establish  their  in- 
dustries and  accomplish  these  payments  in  the 
natural  course  of  world  trade. 

It  is  well  to  bear  in  mind,  however,  the  present 
abnormal  state  of  the  exchanges  and  the  injuri- 
ous effects  which  might  result  if  by  reason  of 
new  developments  Europe  should  gain  the  power 
to  draw  heavily  upon  our  gold  reserves.  In  that 
possible  event  it  would  be  well  to  have  a  con- 
siderable portion  of  this  indebtedness  in  such 
form  that  it  could  be  used  to  stabilize  the  ex- 
changes, and  in  the  opinion  of  some  experienced 
exchange  bankers  this  contingency  should  have 
consideration  in  the  arrangement  of  maturities. 

A  New  Era  for  the  Railroads. 


The  Railroad  Bill  entitled  "An  Act  to  pro- 
vide for  the  termination  of  Federal  control  of 
railroads  and  systems  of  transportation;  to 
provide  for  the  settlement  of  disputes  between 
carriers  and  their  employes ;  to  further  amend 
an  act  entitled  'An  Act  to  regulate  commerce,' 
approved  February  4,  1887,  as  amended,  and 
for  other  purposes,"  passed  the  House  of  Rep- 
resentatives on  February  21st  after  a   five- 


hour  debate,  by  a  five  to  three  majority,  and 
two  days  later  passed  the  Senate  by  a  three  to 
one  majority.  No  less  than  45  Democrats  in 
the  House  voted  with  205  Republicans  for  the 
adoption  of  the  Conference  Report,  while  in 
the  Senate  15  Democrats  joined  with  32  Re- 
publicans in  support  of  the  measure,  thus 
clearly  indicating  the  non-partisan  character 
of  the  legislation. 

The  ease  with  which  the  Bill  passed  was  a 
matter  of  considerable  surprise  in  view  of  the 
declaration  of  railway  labor  leaders  that 
"Every  man  who  votes  for  the  Conference  Re- 
port should  be  marked  by  his  constituents  and 
retired  to  private  life  at  the  first  opportunity." 
The  Brotherhood  chiefs  still  desire  the  Plumb 
Plan,  but,  realizing  the  impossibility  of  secur- 
ing its  adoption  at  present,  prefer  a  two  year 
extension  of  Federal  control,  presumably  in 
the  hope  that  public  sentiment  might  in  that 
period  become  friendly  to  that  form  of  gov- 
ernment ownership.  The  passage  of  this  Bill 
destroys  such  hope  and  it  is  doubtless  for  this 
reason  that  the  railway  labor  leaders  have  at- 
tacked the  measure  so  vigorously.  At  the  time 
of  writing  they  are  appealing  to  the  President 
to  veto  it.  The  Bill  provides  that  one-third  of 
the  I.-abor  Board  which  shall  pass  upon  future 
labor  controversies  shall  be  made  up  of  repre- 
sentatives of  the  public.  But  the  union  atti- 
tude, we  are  told,  is  one  of  unalterable  opposi- 
tion to  the  tripartite  wage  handling  machin- 
ery; an  attitude  equivalent  to  a  denial  of  the 
public's  right  to  a  voice  in  such  disputes,  and 
to  insistence  on  a  board  so  constituted  as  to 
make  possible  perpetual  deadlock. 

Features  of  the  Bill. 

The  "Transportation  Act,  1920,"  as  this  Bill 
is  properly  cited,  derives  21  paragraphs  or  sec- 
tions from  the  Esch  Bill  and  18  from  the  Cum- 
mins Bill,  while  in  about  a  dozen  sections  it 
contains  compromise  matter. 

In  the  February  issue  of  this  Letter  we 
enumerated  those  provisions  which  we  regard 
as  fundamental  if  railroad  credit  is  to  be  stabil- 
ized. All  of  these  provisions  appear  in  the 
Bill  although,  in  one  or  two  matters,  they  are 
not  quite  as  liberal  as  we  hoped  for. 

First,  and  most  important,  for  the  immedi- 
ate future,  is  the  extension  of  the  Federal  guar- 
anties for  six  months  to  all  railroads  which  so 
elect  on  or  before  March  15th.  Inasmuch  as 
any  carrier  that  earns  an  amount  in  excess  of 
its  standard  return  for  this  period  must  sur- 
render such  excess  to  the  Government,  two  or 
three  roads  which  have  been  earning  a  sub- 
stantial margin  above  their  compensation,  will 
probably  refuse  the  guaranty,  but  for  ninety 
per  cent,  of  the  roads  it  is  essential  to  their 
financial  safety. 

The  new  revolving  fund  is  fixed  at  $300,- 
000,000.    We  still  believe  a  more  generous  ap- 
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propriation  would  have  been  desirable  since  it 
will  not  be  easy  for  the  railroad  companies  to 
secure  capital  from  private  investors  for  the 
present.  Not  only  will  it  require  time  to  re- 
store confidence  in  railroad  securities,  but  the 
investment  markets  have  been  under  a  great 
pressure  of  new  issues  at  a  time  when  tax  laws 
make  it  impossible  for  the  large  investor  to 
purchase  taxable  bonds.  However,  any  de- 
ficiency arising  from  the  extension  of  the 
guaranties  for  six  months  are  to  be  met  by 
the  Treasury,  which  leaves  the  full  amount  of 
this  new  fund  available  for  loans.  Further 
relief  is  afforded  by  an  appropriation  of  $200,- 
000,000  to  enable  the  Railroad  Administration 
to  turn  over  to  the  carriers  a  working  capital 
equivalent  to  half  a  month's  operating  ex- 
penses. Here  again,  we  regret  that  a  full 
month's  operating  expenses  were  not  used  as 
the  basis. 

The  railroads  owe  the  United  States  $1,152,- 
000,000  for  additions  and  betterments,  and  $.157.- 
000,000  for  equipment  and  $2.39,000,000  for  open 
account  indebtedness.  On  its  part,  the  United 
States  owes  the  railroads  $1,442,000,000.  The 
right  of  setting  off  one  indebtedness  against  the 
other  has  been  made  more  flexible  than  in  either 
the  Cummins  or  Esch  Bills,  and  the  carriers  will 
have  the  right  to  ftmd  not  less  than  $915,000,000 
of  their  debt.  The  Bill  also  provides  that  the 
right  of  set-ofT  shall  not  be  exercised  so  as  to 
prevent  a  carrier  from  having  the  .sums  required 
for  interest  charges  and  taxes,  and  in  addition,  the 
sums  required  for  dividends  declared  and  paid., 
during  Federal  control. 

Rate  Making. 

The  rule  for  rate-making,  because  of  its  im- 
portance, we  quote  here: 

"In  the  exercise  of  its  power  to  prescribe  just 
and  reasonable  rates  the  Commission  shall  initiate, 
modify,  establish  or  adjust  such  rates  so  that  car- 
riers as  a  whole  (or  as  a  whole  in  each  of  such  rate 
groups  of  territories  as  the  Commission  may  from 
time  to  time  designate)  will,  under  honest.  efTicient 
and  economical  management  and  reasonable  ex- 
penditures for  maintenance  of  way,  structures  and 
equipment,  earn  an  aggregate  annual  net  railway 
operating  income  equal,  as  nearly  as  may  be,  to  a 
fair  return  upon  the  aggregate  value  of  the  railway 
property  of  such  carriers  held  for  and  used  in  the 
service  of  transportation:  Provided,  That  the  Com- 
mission shall  have  reasonable  latitude  to  modify 
or  adjust  any  particular  rate  which  it  may  find  to 
be  unjust  or  unreasonable,  and  to  prescribe  differ- 
ent rates  for  difTerent  sections  of  the  country. 

"The  Commission  shall  from  time  to  time  deter- 
mine and  make  public  what  percentage  of  such 
aggregate  property  value  constitutes  a  fair  return 
thereon,  and  such  percentage  shall  be  uniform 
for  all  rate  groups  or  territories  which  may  be 
designated  by  the  Commission.  In  making  such  de- 
termination it  shall  give  due  consideration,  among 
other  things,  to  the  transportation  needs  of  the 
country  and  the  necessity  (under  honest,  efficient 
and  economical  management  of  existing  transporta- 
tion facilities)  of  enlarging  such  facilities  in  order 
to  provide  the  people  of  the  United  States  with 


adequate  transportation :  Provided,  That,  during 
the  two  years  beginning  March  1,  1920,  the  Commis- 
sion shall  take  as  such  fair  return  a  sum  equal  to 
Syi  per  centum  of  such  aggregate  value,  but  may, 
in  its  discretion,  add  thereto  a  sum  not  exceeding 
one-half  of  one  per  centum  of  such  aggregate  value 
to  make  provision  in  whole  or  in  part  for  improve- 
ments, betterments  or  equipment,  which,  according 
to  the  accounting  system  prescribed  by  tlie  Com- 
mission, are  chargeable  to  capital  account. 

"For  the  purposes  of  this  section,  such  aggre- 
gate value  of  the  property  of  the  carriers  shall  be 
determined  by  the  Commission  from  time  to  time 
and  as  often  as  may  be  necessary.  The  Commission 
may  utilize  the  results  of  its  investigation  under 
section  19a  of  this  Act,  in  so  far  as  deemed  by  it 
available,  and  shall  give  due  consideration  to  all  the 
elements  of  value  recognized  by  the  law  of  the  land 
for  rate-making  purposes,  and  shall  give  to  the 
property  investment  account  of  the  carriers  only 
that  consideration  which  under  such  law  it  is  en- 
titled to  in  establishing  values  for  rate-making  pur- 
poses. Whenever  pursuant  to  section  19a  of  this 
Act  the  value  of  the  railway  property  of  any  carrier 
held  for  and  used  in  the  service  of  transportation 
has  been  finally  ascertained,  the  value  so  ascer- 
tained shall  be  deemed  by  the  Commission  to  be 
the  value  thereof  for  the  purpose  of  determining 
such   aggregate  value." 

This  rule  for  rate-making  has  been  commonly 
misunderstood.  The  individual  railroad  is  guar- 
anteed nothing.  In  the  debate  in  the  House, 
Representative  Esch  described  its  operation  in  the 
following  words:  "It  simply  means  that  there 
will  be  a  set  rate  upon  the  valuation  of  the  roads, 
and  then  it  is  left  for  every  road  to  struggle  to 
make  what  it  can.  There  will  be  some  roads  that 
will  not  make  more  than  a  return  of  2^2  or  .3  per 
cent,  possibly,  and  the  Government  will  not  make 
up  the  difference." 

In  the  year  ended  Dec.  31,  1919,  the  aggregate 
railway  operating  income  was  2.63  per  cent  on 
the  property  investment  accounts.  If  the  Com- 
mission accept  these  accounts  as  substantially  re- 
flecting the  value  of  the  carriers,  an  increase  in 
net  operating  income  of  $530,000,0(X)  is  required 
in  order  that  the  basic  return  of  5j^  per  cent 
should  be  earned,  while  a  return  of  6  per  cent 
would  necessitate  an  increase  in  net  operating 
income  of  $625,000,000.  The  effect  of  the  Bill 
will  therefore  be  to  reverse  the  decline  in  operating 
income  and  the  return  on  the  investment  disclosed 
in  the  following  figures : 

Railway     Return 

Operating    on  In- 

Year  ended        Investment  Income    vestment 

June   30,  19aS....  $1.^,21.3,766,540      $645,680,2.35      4.89% 

Dec.    31,  1916....    17,842,776,668      1,100,.=;45,422      6.17% 

1917....    18  574,297,873        986,189,181      5.31% 

1918....     19',005,06S,288         728,376,209      3,83% 

1919....    19,500,000,000*       514,000,000      2,63% 

♦(Estimated). 

The  rate-making  sections  of  the  Conference 
Bill  also  provide  that  if  a  carrier  receive  in  any 
year  a  net  railway  operating  income  in  excess  of 
6  per  cent  of  the  value  of  the  property  used  by  it 
in  the  service  of  transportation,  one-half  of  such 
excess  shall  be  placed  in  a  reserve  fund  to  the 
carrier's  credit  and  the  other  half  shall  be  paid 
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over  to  the  Interstate  Commerce  Commission  for 
the  purpose  of  establishing  and  maintaining  a  gen- 
eral railroad  contingent  fund,  which  fund  shall 
be  used  by  the  Commission  for  making  loans  to 
the  carriers  to  meet  expenditures  for  capital  ac- 
count, or  to  refund  maturing  securities  originally 
issued  for  capital  account,  or  to  purchase  equip- 
ment and  lease  it  to  carriers.  It  is  this  provision 
for  the  recapture  of  excess  which  has  led  to  some 
criticism  of  the  constitutionality  of  the  Bill. 

Powers  of  Interstate  Commerce  Commission. 

The  powers  of  the  Interstate  Commerce  Com- 
mission are  vastly  increased.  Its  membership  is 
augmented  from  9  to  11  and  the  salaries  increased 
from  $10,000  to  $12,000  per  annum.  Four  months 
after  the  Bill  becomes  a  law  the  Commission  will 
have  authority  over  the  issuance  of  securities.  It 
can  regulate  the  division  of  rates  as  between  car- 
riers. In  case  of  conflict  with  State-made  rates, 
the  carriers  are  compelled  to  observe  the  orders 
of  the  Federal  Commission,  the  law  of  any  State 
or  a  decision  or  order  of  any  State  authority  to 
the  contrary  notwithstanding.  It  can  require 
the  joint  use  of  terminals  and  may  fix  terms  and 
compensation.  Consolidations,  mergers  and  pool- 
ings of  earnings  or  facilities,  subject  to  the  ap- 
proval of  the  Commission,  are  permitted.  One 
carrier  is  permitted  to  acquire  the  control  of 
another  by  lease  or  purchase  of  stock,  but  all 
mergers  must  be  in  harmony  with  a  plan  to  be 
prepared  and  adopted  by  the  Commission  for 
consolidation  of  all  the  railway  properties  of  the 
continental  United  States  into  a  limited  number 
of  systems.  Consolidations  are  thus  to  be  volun- 
tary, and  not  compulsory,  as  was  originally  pro- 
posed by  the  Senate  Bill. 

No  law  administers  itself,  and  the  success  of 
this  amended  Interstate  Commerce  Act  will  de- 
pend on  the  \Vay  it  is  administered  by  the  Inter- 
state Commerce  Commission. 

Following  are  some  of  the  points  left  to  the 
discretion  of  the  Commission.  It  must  deter- 
mine— 

1.  What  constitutes  a  fair  percentage  of  return 
on  the  value  of  railroad  property  after  March 
1,  1922. 

2.  Whether  it  will  adopt  Sj4%  or  6%  as  the  fair 
return  in  1920  and  1921. 

3.  What  are  the  values  on  which  the  return  is  to 
be  allowed  now,  and  in  the  future,  subject,  of 
course,  to  review  by  the  courts. 

4.  Whether  there  shall  be  one  rate  district  for  the 
whole  country,  or  sub-divisions  thereof.  This 
is  a  matter  of  the  greatest  importance  to  ro.nds 
in  such  sections  as  New  England,  for  example. 

5.  What  constitutes  "honest,  efficient  and  economi- 
cal management"  and  what  are  "reasonable  ex- 
penditures for  maintenance." 

6.  Whether  public  interest  requires  the  construc- 
tion of  new  lines  and  whether  unprofitable  lines 
may  be  abandoned. 

7.  Whether  securities  may  be  issued  and  sold,  ex- 
ception being  made  only  as  to  notes  maturing 
within  two  years  or  less  and  in  amount  not 
more  than  5%  of  the  par  value  of  the  securities 
of  the   carrier  then  outstanding. 


8.  Whether  a  carrier  can  procure  a  loan  from  the 
new  revolving  fund,  as  it  must  be  satisfied  with 
the  character  and  value  of  the  security  ofTered, 
the  extent  to  which  the  public's  convenience  ano 
necessity  will  be  served,  and  the  present  and 
prospective  ability  of  the  carrier  to  repay  the 
loan. 

Present  Personnel  of  Commission. 

The  foregoing  may  give  a  faint  idea  of  the 
enormous  power  which  will  be  wielded  by  this 
body  of  eleven  members.  Whether  the  United 
States  will  continue  to  enjoy  private  ownership 
of  railroads,  or  whether  it  will  be  forced  to 
adopt  Government  ownership  in  the  near  future, 
will  depend  to  a  great  extent  on  how  the  Com- 
mission exercises  its  powers.  At  present  the  Com- 
mission is  composed  of  only  eight  members,  one 
vacancy  having  existed  for  over  a  year.  One 
member  has  had  fourteen  years  experience,  two 
members  nine  years,  two  members  six  years,  two 
members  two  years  and  one  member  one  year. 
The  dean  of  the  C'omniission  in  point  of  experi- 
ence and  service  is  Mr.  Clark,  who,  when  Chief 
of  the  Order  of  Railway  Conductors,  was  ap- 
pointed to  it  by  President  Roosevelt.  Tiiere  are 
two  university  professors  on  the  Commission, 
and  four  lawyers,  three  of  whom  had  previ- 
ous experience  as  members  of  state  public 
service  commissions,  and  there  is  one  mem- 
ber whose  experience  has  been  largely  along 
newspaper  and  publicity  lines.  It  seems  a 
matter  for  sincere  regret  that  Mr.  Harlan,  who 
had  served  on  the  Commission  12  years  should 
not  have  been  reappointed  at  the  expiration  of 
his  term  in  1918,  especially  in  view  of  the  vigorous 
opinion  written  by  him  in  the  15  per  cent  Rate 
Case  of  1917,  wherein  he  endorsed  the  carriers' 
application  for  the  full  increase  prayed  for.  His 
vision  of  the  problem,  which  was  presented  to 
the  Commission  in  1917,  was  unfortunately  not 
shared  by  his  associates.  When  the  President 
faces  the  duty  of  selecting  three  additional  mem- 
bers it  is  earnestly  to  be  hoped  that  his  appoint- 
ments will  go  to  the  very  ablest  men  obtainable. 
The  Commission  would  be  greatly  strengthened 
by  the  addition  to  its  membership  of  one  or  two 
first  class  railway  men  who  have  had  long  practi- 
cal experience  in  the  business  and  who  would 
therefore  be  reasonably  familiar  with  the  prob- 
lems with  which  it  must  at  once  cope.  The  ad- 
dition of  a  highly  regarded  banker,  especially  one 
who  is  familiar  with  the  investment  markets  of 
the  world  would  likewise  be  fitting. 

The  crying  need  of  the  railroads  is  the  restora- 
tion of  their  credit.  This  can  only  come  as  the 
Commission  will  convince  investors  of  its  friendly 
attitude.  As  a  well  known  railroad  man  has  re- 
cently expressed  it,  "Investors  need  not,  and  will 
not,  be  mendicants  for  the  privilege  of  serving 
the  public,  but  will  expect  Governmental  assur- 
ances to  be  as  definite  as  the  investor's  dollars. 
If  private  ownership  is  to  be  retained  those  who 
use  the  railroads  must  pay  whatever  price  is  neces- 
sary to  retain  it."     Tlie  Transportation  Act  of 
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1920  gives  railroad  investors  more  definite  assur- 
ances than  they  have  had  heretofore,  but  the 
Commission  must  translate  these  assurances  into 
action  and  on  its  acts  will  hinge  the  future  of  the 
railroads.  _ 

For  the  next  twelve  months  the  public  should 
be  patient  with  railroad  shortcomings.  The  mere 
restoration  to  private  management  will  not  alter 
matters  greatly  over  night.  Organizations  will 
have  to  be  rebuilt  and  morale  re-established.  Only 
time  and  the  application  of  large  amounts  of 
fresh  capital  can  restore  the  quality  of  service 
that  existed  before  tlie  war. 

Industrial  Progress. 

The  cotton  goods  manufacturers  have  had 
several  years  of  great  prosperity,  and  the  ef- 
fects of  that  prosperity  are  now  to  be  seen  in 
a  great  expansion  of  mill  capacity.  A  recent 
dispatch  to  the  New  York  Journal  of  Com- 
merce describes  the  situation  in  the  South  as 
follows : 

Oiarlotte,  N.  C,  Jan.  12. — Textile  mill  engineering, 
architectural  and  machinery  circles  here  report  greater 
activity  to-day  in  the  building  and  enlarging  of  cotton 
factories  in  the  cotton-growing  States  than  ever  before 
since  the  first  cotton  mill  was  located  in  the  South. 

Never  before  have  such  large  amounts  of  capital 
been  appropriated  for  building  Southern  mills,  the 
established  plants  having  been  successful  far  beyond 
their  expectations  in  the  earning  of  dividends  during 
the  past  fifteen  months.  Moreover,  it  is  these  estab- 
lished miljs  which  are  making  the  greatest  invest- 
ments  in   mill   building  now. 

Southern  trend  continues  to  be  in  the  direction  of 
the  finer  grades  of  cloth  production  and  big  quantities 
of  yarn  are  being  demanded  for  the  knitting  mills. " 
New  England  is  furnishing  most  of  the  textile  ma- 
chinery for  the  Southern  mills  and  the  machinery  works 
of  that  section  have  contracts  on  file  for  several  years 
of  their  production  to  meet  the  needs  of  Southern 
buyers  of  textile  mill  equipments. 

It  will  be  another  fifteen  to  eighteen  months  before 
all  the  equipments  are  in  position.  The  total  of 
spindles  and  looms  in  the  reports  of  1919  is  770,000 
and  11,000  for  both  the  new  and  enlarging  mills.  Con- 
servatively estimated  at  $300  for  looms  and  $70  for 
spindles,  which  the  machinery  experts  say  are  the 
proper  figures  for  an  average,  those  spinning  and 
weaving  equipments  indicate  an  investment  of  $58,- 
900.000  for  the  spindles  and  $3,300,000  for  the  looms, 
with  their  accompaniments  in  the  way  of  buildings  and 
other  necessities. 

This  illustrates  the  usual  effect  of  business 
profits  upon  the  industries  in  which  profits  are 
made,  and  it  is  not  difficult  to  see  the  broad 
distribution  of  benefits  that  follows.  Large 
profits  have  been  made  in  the  manufacture  of 
cotton  goods.  Profiteering  is  the  popular  term 
for  it.  The  profits  have  been  legitimate,  how- 
ever, because  they  were  the  result  of  a  state 
of  trade  which  was  free  and  uncontrolled. 
The  demand  for  goods  has  exceeded  the  sup- 
ply, and  an  open  market  has  made  the  price, 
just  as  an  open  market  has  made  the  price  for 
corn.  No  single  producer  could  put  down  the 
market   if   he  tried;   he   might   sell   his   own 


goods  under  the  market,  and  allow  the  pur- 
chaser to  have  the  profit,  but  that  would  not 
affect  prices  to  consumers. 

Here  is  a  situation  in  which  the  critics  of 
"capitalism"  see  nothing  but  great  profits  go- 
ing into  the  pockets  of  the  mill  owners,  but 
that  is  not  the  whole  story.  The  above  dis- 
patch tells  of  a  development  that  inevitably 
follows.  The  profits  are  going  back  into  more 
cotton  mills,  thus  insuring  an  increased  pro- 
duction of  cotton  cloth,  with  the  result  that 
the  shortage  which  has  caused  high  prices  will 
be  corrected  in  the  only  possible  manner. 

Fluctuating  Profits. 

Every  experienced  business  man  knows  that 
profits  in  manufacturing  fluctuate  largely,  with 
the  relation  of  output  to  demand.  There  are  years 
above  the  average  when  construction  is  stimulated 
and  often  is  overdone,  resulting  in  years  of  low 
profits. 

There  can  be  no  general  reduction  of  cotton 
goods  prices  except  as  production  overtakes 
market  demands.  So  long  as  the  supply  is 
short  cjnsumers  will  compete  and  the  com- 
petition will  make  the  price.  A  restoration  of 
the  hours  of  operating  mill  machinery  from 
48  to  54  per  week  would  relieve  the  situa- 
tion in  some  degree,  but  since  the  attitude  of 
the  labor  organizations  makes  this  impossible 
the  only  remedy  is  in  having  more  mills,  which 
requires  more  capital. 

It  is  an  interesting  example  of  the  workings 
of  economic  law  that  the  very  action  of  the 
labor  organizations  in  reducing  the  hours  of 
labor  has  the  effect  of  promoting  the  accumu- 
lation of  new  capital  for  mill  construction.  The 
curtailment  of  production  creates  a  scarcity 
of  goods,  which  results  in  prices  enough  higher 
to  not  only  compensate  the  mill  companies 
for  their  higher  costs  but  actually  increases 
their  profits.  Moreover,  with  high  profits  as 
an  inducement,  not  only  will  the  mill  com- 
panies turn  their  surplus  earnings  back  into 
the  industry,  but  capital  will  be  attracted  from 
outside  the  industry.  Under  high  profits  the 
expanjion  of  mill  capacity  will  take  place  more 
rapidly  than  under  small  profits,  and  relief  to 
the  public  will  come  more  quickly. 

Agitation,  however,  proceeds  upon  the  the- 
ory that  all  of  this  investment  for  the  produc- 
tion of  more  cotton  goods  is  of  value  to  no- 
body but  the  owners.  This  is  the  fundamental 
misconception  of  the  time. 

The  Necessity  for  Capital. 

This  expansion  of  cloth-making  capacity  is 
unavoidable,  and  the  accumulation  of  capital 
for  that  purpose  is  necessary.  If  the  govern- 
ment should  seize  upon  all  the  profits  of  the 
cotton  goods  industry  it  could  put  them  to  no 
better  use  than  in  building  more  mills,  and  if 
the  government  should  take  over  the  entire 
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cotton  goods  industry  it  could  find  no  better 
means  of  raising  the  capital  required  for  more 
mills  than  by  collecting  it  in  the  price  of  cot- 
ton goods.  The  cotton  goods  business  should 
stand  on  its  own  footing,  as  the  railroad  busi- 
ness should  do,  by  paying  its  way,  and  obtain- 
ing on  business  principles  the  capital  it  re- 
quires from  the  people  whom  it  serves. 

It  is  important  that  there  shall  be  a  clear 
understanding  of  this  fact,  that  the  necessity 
for  profit,  or,  to  use  another  word,  for  a  sur- 
plus over  and  above  the  cost  of  production,  is 
not  peculiar  to  private  industry.  There  is  a 
catchy  phrase  going  the  rounds  just  now,  to 
the  effect  that  industry  should  be  for  public 
service  and  not  for  private  profit.  It  is  true 
that  all  industry  and  all  business  should  be  for 
public  service;  no  business  is  legitimate  or 
honest  which  docs  not  g^ve  service  and  value 
to  the  public  whose  patronage  it  invites;  but 
there  must  be  a  surplus  from  all  business  oper- 
ations or  there  can  be  no  development  in  in- 
dustry or  progress  for  society. 

Production  Must  be  Increased. 

All  talk  about  improving  the  living  condi- 
tions of  the  people  which  does  not  take  ac- 
count of  the  necessity  for  increasing  the  ac- 
cumulations of  capital  is  idle.  If  such  talk 
means  anything  it  is  that  the  people  shall  be 
able  to  have  more  of  the  consumable  goods 
that  are  for  sale  in  the  markets,  and  which 
minister  to  their  comfort  and  welfare,  but  it 
is  impossible  for  them  to  have  more  goods 
unless  the  industrial  capacity  of  the  country 
is  increased.  There  must  be  more  mills,  more 
machinery  and  greater  production.  These  can- 
not be  provided  without  a  surplus  left 
over,  which  can  be  used  to  pay  labor  for  con- 
structing the  new  mills  and  machinery. 

It  is  an  empty  promise  to  offer  higher  wages 
without  any  increase  in  the  supply  of  things 
which  the  wage  earners  wish  to  buy.  When 
this  result  is  realized  sensational  agitators  at- 
tempt to  increase  discontent  by  charging  that  the 
wage  earners  have  been  deliberately  tricked,  but 
they  are  dealing  with  a  very  simple  economic 
law.  You  cannot  divide  any  more  than  all 
there  is.  If  only  a  limited  amount  of  cot- 
ton cloth  can  be  produced,  you  may  double 
all  wages  without  enabling  the  wage  earners 
to  raise  the  .standard  of  living  so  far  as 
cotton  goods  are  concerned.  Any  attempt  to 
spend  the  additional  wages  for  cotton  goods 
will  simply  raise  the  price  of  the  goods,  and 
the  same  law  will  apply  to  every  expenditure 
the  wage  earners  wish  to  make.  Nobody  ought 
to  be  fooled  as  to  the  outcome  of  so  simple 
and  obvious  a  situation  as  this.  Wage  in- 
creases are  worthless  unless  accompanied  by 
increased  production,  and  as  capital  is  a  neces- 
sary agency    in    production    it   follows    that 


higher  wages  and  more  capital  must  go  along 
together  in  order  to  accomplish  the  desired 
result. 

WaE«s  in  the  Textile  Industries. 

Wages  have  been  advanced  in  the  textile 
industries  since  the  beginning  of  the  war  by 
something  like  140  per  cent.,  which  is  con- 
siderably more  than  the  advance  in  the  cost 
of  living  as  calculated  by  the  official  authori- 
ties, and  at  the  same  time  production  per 
employe  has  been  reduced  by  shortening  the 
hours  of  labor.  The  labor  leaders  in  the  indus- 
try point  to  this  as  a  great  achievement,  and 
say  that  "any  attempt  to  go  back  to  the  old 
conditions  will  be  bitterly  resented  and  fought 
by  the  workers."  These  leaders  are  the  repre- 
sentatives of  their  own  group.  We  assume 
that  they  are  honestly  devoted  to  the  cause, 
and  due  allowance  may  be  properly  made  for 
their  zeal,  even  though  it  carries  them  to 
lengths  which  are  harmful  to  workers  in 
other  industries.  We  will  not  say  that  this  is 
the  case,  for  we  are  not  prepared  to  pass  upon 
the  relative  position  formerly  held  by  the  tex- 
tile workers  as  compared  with  others.  But  it 
is  beyond  controversy  that  the  gains  of  the 
textile  workers,  at  least  in  shorter  hours,  have 
been  made  at  the  expense  of  the  consumers  of 
cloth,  who  are  the  entire  jwpulation.  It  is  not, 
therefore,  in  the  nature  of  a  general  social 
reform,  but  something  which  by  reason  of 
favorable  conditions  they  have  been  able  to 
exact  from  other  people,  who  for  the  most  part 
are  workers  like  themselves. 

The  Natural  Law  of  Prices, 

It  is  an  old  and  unchallenged  rule  of  moral 
conduct  that  each  individual  should  consider 
what  would  be  the  result  if  everybody  at- 
tempted to  follow  the  same  policy  that  he 
would  adopt  for  himself.  Applying  this  rule 
it  will  be  seen  that  what  the  textile  workers 
have  done  would  be  impossible  for  labor  gen- 
erally. If  all  wages  were  to  be  increased  140 
per  cent.,  and  production  in  all  lines  reduced, 
there  would  be  no  improvement  in  the  condi- 
tion of  the  wage-earning  class.  Despite  the 
increase  of  wages  there  would  be  a  smaller 
supply  of  everything  which  would  minister  to 
their  comfort.  Any  attempt  to  use  the  larger 
wages  would  result  in  their  bidding  against 
each  other,  just  as  the  whole  community  is 
bidding  for  cotton  goods  now,  until  all  the  wage 
g^ins  were  absorbed  by  higher  prices. 

When  the  natural  law  of  prices  is  under- 
stood less  will  be  said  about  profiteering  and 
price-fixing  and  wage  increases,  and  more  at- 
tention will  be  given  to  the  fundamental  con- 
dtions  which  have  to  do  with  an  abundant 
production  of  the  things  that  everybody  is 
wanting. 
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Bond  Market. 

February  opened  with  heavy  liquidation  and 
weakness  in  practically  all  classes  of  bonds. 
This  condition  continued  into  the  second  week 
of  the  month  when  sterling  broke  to  3.18  and 
call  money  rose  to  25^0.  The  bond  market  dis- 
played extreme  weakness  and  there  was  con- 
siderable selling  pressure  exerted  by  the  offer- 
ing of  securities  held  abroad  which  could  be 
sold  in  American  markets  at  a  profit  as  the  re- 
sult of  the  prevailing  rates  of  exchange. 
United  States  Government  bonds  were  weak 
and  there  was  a  broad  market  in  foreign  gov- 
ernment issues.  Railroad  bonds  registered 
some  of  the  lowest  prices  in  history.  Indus- 
trials as  a  class  were  comparatively  steady, 
but  in  special  issues  there  were  severe  de- 
clines, International  Mercantile  Marine  6s  sell- 
ing under  90,  compared  with  a  price  of  106  last 
year.  During  the  third  week  of  the  month  the 
pressure  continued ;  high  grade  railroad  bonds 
displayed  the  greatest  weakness,  while  public 
utilities  and  industrials  also  declined.  These 
declines  were  a  reflection,  no  doubt,  of  the  un- 
certainty in  the  stock  market  which  was  in- 
fluenced'by  a  threatened  strike  of  railroad  em- 
■.tt^^  ployes  and  high  money  rates.  The  last  week  of 
'^nre  month  brought  a  reversal  of  some  of  the  un- 
settling influences  and  the  bond  market  became 
active  and  in  special  lines  developed  some  stronger 
tendencies.  The  combined  average  of  forty  active 
corporate  issues  as  compiled  by  the  Wall 
Street  Journal  on  February  26  was  77.66,  com- 
pared with  79.30  on  January  26  and  85.51  on 
February  26,  1919. 

Government  and  Liberty  Issues. 

The  continued  liquidation  of  Liberty  bonds 
by  banks  and  corporations  and  the  closing  out 
of  many  accounts  which  had  no  doubt  been 
protected  by  a  ten  point  margin  resulted  in  the 
Second  and  Fourth  4.i4s  breaking  through  90. 
Liberty  Syis  sold  at  the  opening  of  the  month 
at  98,  but  later  reached  a  low  figure  of  94.  The 
market  has  been  a  day-to-day  affair  through- 
out the  month,  showing  some  signs  of  strength 
when  artificial  support  was  rendered  by  the 
Federal  Reserve  Bank.  According  to  official 
reports  from  Washington,  Liberty  bonds  of  a 
par  value  of  $14,881,950  were  purchased  or  re- 
tired in  January  in  addition  to  purchases  made 
for  the  5%  account.  As  a  result  of  the  expenses 
incurred  in  the  execution  of  Liberty  bond  or- 
ders, there  is  a  movement  on  foot  in  New  York 
to  increase  the  rate  of  commission  to  ]/&  of 
1%.  We  understand  that  the  Boston  Stock 
Exchange  has  voted  unanimously  to  charge 
J^  of  1%  on  all  transactions,  with  a  minimum 
charge  of  fifty  cents. 

Municipal  Market. 
The  municipal   market  has  been  adversely 
affected  by  the  general  decline  in  Liberties, 


with  the  result  that  February  records  a  smaller 
number  of  large  offerings  than  any  month  for 
several  years  past.  The  principal  issues  were 
$1,250,000  Cincinnati,  Ohio,  5  per  cent.  Bonds 
on  a  4.80  per  cent,  basis ;  $857,500  Salt  Lake 
City,  Utah,  5  per  cent.  Bonds  on  a  5  per  cent, 
basis,  and  $2,700,000  State  of  Massachusetts 
5  per  cent.  Bonds  maturing  from  1920  to  1929 
at  prices  ranging  from  a  5}i  per  cent,  to  a  4.55 
per  cent,  basis.  The  latter  issue  was  sold  in 
two  days  and  is  an  interesting  commentary  on 
the  condition  of  the  municipal  market,  show- 
ing that  attractive  prices  will  bring  out  the 
buyers  in  spite  of  the  general  hesitancy  which 
has  pervaded  the  February  market.  The  at- 
tractiveness of  this  particular  issue  is  empha- 
sized when  we  consider  that  the  credit  of  the 
State  of  Massachusetts  formerly  ruled  on  a 
3  per  cent,  basis. 

Investment  houses  are  reporting  a  continued 
interest  in  Canadian  issues,  which  are  being 
offered  at  prices  to  yield  from  6j^  per  cent,  to 
6.75  per  cent.  One  of  the  most  attractive  of- 
ferings of  the  month  was  $2,498,000  Province 
of  Manitoba  6  per  cent.  Bonds  on  a  6.75  per 
cent,  basis. 

Foreign  Qovernment  Issues. 

Foreign  government  bonds  fluctuated 
through  a  wide  range  during  the  month  and 
particular  interest  was  attached  to  the  exten- 
sive trading  in  Anglo-French  5s.  It  will  be 
recalled  that  this  issue  was  offered  in  the 
amount  of  $500,000,000  in  1915  at  98,  and  dur- 
ing the  opening  week  of  February  the  bonds 
sold  down  to  93J/2,  at  which  price  the  yield  is 
over  15  per  cent.  Later  in  the  month  the  mar- 
ket broadened  and  reports  to  the  effect  that 
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the  maturity  would  be  met  on  October  15 
finally  resulted  in  the  quotation  reaching  96J4. 
United  Kingdom  5j4s  of  1922  advanced  from 
90J4  to  92^,  while  the  1929  issue  advanced 
from  90yi  to  91  }4.  The  Kingdom  of  Italy  of- 
fered an  external  issue  of  $25,000,000  bearing 
a  6J4  per  cent,  rate  payable  February  1,  1925, 
at  97j^  and  interest,  to  yield  about  7yi  per 
cent.  These  bonds  carried  a  call  on  lire  at  the 
fixed  rate  of  seven  lire  per  dollar.  There  was 
also  an  offering  of  $1,500,000  Kingdom  of  Nor- 
way 6  per  cent.  Bonds  maturing  February  1, 
1923,  at  96  and  interest,  to  yield  Jyi  per  cent. 
This  is  part  of  the  original  Norway  issue  of 
$5,000,000  which  was  placed  in  this  country  in 
1916.  American  investment  houses  have  also 
been  advertising  quite  extensively  that  they 
are  prepared  to  take  subscriptions  for  the  new 
internal  5  per  cent,  loans  of  Belgium  and 
France. 

According  to  a  Treasury  Department  report, 
it  is  stated  that  more  than  $4,000,000,000  of 
foreign  securities  have  been  sold  to  American 
Investors  since  May  4,  1914,  of  which  $1,500,- 
000,000  were  offered  by  Great  Britain. 
Railroad  and  Corporate  Issues. 

Railroad  bonds  reached  their  lowest  average 
prices  in  history  during  the  first  of  the  month 


as  a  result  of  heavy  foreign  selling  and  uncer- 
tainty over  the  outcome  of  railroad  legislation. 
The  passage  of  the  railroad  bill  brought  a  wel- 
come change  in  the  market  and  resulted  in  ad- 
vances of  from  one  to  two  and  one-half  points ; 
Southern  Railway  General  4s  sold  at  59j^,  an 
advance  of  2j/2  points;  Rock  Island  Refunding 
4s  sold  at  62j'4,  an  advance  of  two  points ;  New 
York  Central  6s  sold  at  91  •>4.  ^in  advance  of 
lyi  points,  and  Baltimore  &  Ohio  6s  sold  at 
83y2,  an  advance  of  lyi  points.  These  ad- 
vances, however,  are  infinitesimal  when  com- 
pared with  former  prices,  for  these  issues 
which  have  been  selected  as  indicators  are 
selling  about  twenty  points  below  1917  prices 
and  from  ten  to  fifteen  points  below  the  high 
prices  of  1919. 

Second  Porto  Rican  Branch. 

The  second  Porto  Rican  branch  of  The  Na- 
tional City  Bank  of  New  York  was  opened  at 
Ponce,  February  10.  The  Bank's  first  branch  on 
the  Island  was  opened  a  year  and  a  half  ago  at 
San  Juan.  Througliout  the  entire  Caribbean  re- 
gion The  National  City  Bank  and  the  Interna- 
tional Banking  Corporation  together  now  have  a 
total  of  thirty-nine  branches. 
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General  Business  Conditions. 

TRADE  conditions  continue  very  satis- 
factory. The  volume  of  retail  distri- 
bution is  undiminished,  and  although  a 
note  of  warning  is  occasionally  heard 
against  higher  prices,  the  goods  moving 
into  consumption  must  be  replenished,  and  manu- 
facturers have  all  the  business  they  want  in  sight. 
The  textiles  are  about  as  they  were  a  month 
ago.  The  market  in  hides  has  had  a  sensational 
decline,  amounting  in  some  lines  to  50  per  cent, 
but  has  recovered  a  little  from  the  low.  Sole 
leather  is  much  stronger  than  upper  leather,  a  fact 
which  may  be  due  to  the  now  popular  practice  of 
re-soIing  foot  wear.  The  weakness  in  hides, 
however,  does  not  have  immediate  bearing  upon 
shoes,  although  if  it  continues  it  will  have  an  ef- 
fect in  time.  Shoes  for  the  1920  fall  trade  are 
being  made  now,  and  of  course  the  leather  is  in 
stock. 

The  iron  and  steel  industry  is  going  strong, 
with  plenty  of  business  in  sight  for  a  long  time, 
but  there  is  less  talk  about  a  general  advance  of 
prices. 

The  anxieties  about  foreign  trade  and  tight 
money  have  been  allayed  at  least  temporarily  by 
the  recovery  of  sterling  and  the  importations  of 
gold,  but  the  situation  continues  to  have  enough 
of  disquieting  elements.  The  tendency  to  higher 
costs  is  chief  of  these.  The  prospective  advances 
in  railroad  charges  and  coal-mining  costs  will  af- 
fect the  entire  field  of  industry,  and  there  is  a 
feeling  of  unsettlement  in  many  industries  as  to 
the  labor  situation.  The  building  program  is 
threatened  by  f  urtlier  demands  and  complications. 

Agricultural  Conditions. 

The  market  talk  about  the  next  wheat  crop  is 
not  reassuring  at  the  moment.  The  acreage  in 
winter  wheat  is  short  and  the  crop  is  said  to  be 
not  in  prime  condition.  Just  now  the  south- 
western states  are  very  much  in  need  of  rain. 
Moreover  reports  from  the  spring  wheat  states 
of  the  northwest  say  that  the  acreage  this  year 
will  not  be  large. 

Weather  conditions  have  not  been  favorable  to 
an  early  start  in  cotton-planting  and  labor  con- 
ditions are  against  putting  in  a  large  crop  in  short 
time.    The  price  of  cotton  for  March  delivery  in 
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the  last  week  of  that  month  reached  43  cents,  the 
highest  figure  touched  in  fifty  years,  and  although 
it  has  since  receded  to  below  40,  it  is  still  high 
enough  presumably  to  stimulate  a  large  planting 
if  the  labor  can  be  had  to  do  it. 

Labor  Shortage  on  Farms. 

Reports  are  general  that  labor  is  very  scarce 
upon  the  farms  and  that  production  will  be  re- 
duced in  consequence.  Many  young  men  who 
went  into  the  army  from  farms  have  not  returned, 
and  the  high  wages  and  short  hours  now  prevail- 
ing in  the  manufacturing  industries  continue  to 
attract  the  young  men. 

A  Bulletin  dated  March  20,  1920,  issued  by  the 
Extension  Service  of  the  Department  of  Agri- 
culture, cooperating  with  the  New  Hampshire 
College  of  Agriculture,  gives  the  result  of  a  can- 
vass just  completed  of  320  farms  in  New  Hamp- 
shire. These  farms  are  said  to  be  somewhat 
above  the  average  in  size  and  amount  of  labor 
employed,  but  otherwise  representative  of  agri- 
cultural conditions  in  the  state.  The  Bulletin  says 
as  to  the  result  of  its  inquiries : 

48  farms  report  that  they  expect  to  be  able  to 
maintain  their  normal  production  of  crops,  livestock, 
and  livestock  products  during  the  coming  season. 
In  every  case  but  two,  this  is  stated  to  be  providing 
they  are  able  to  retain  their  present  hired  lielp. 

266  farms  report  that  they  will  be  obliged  to  cur- 
tail production  of  their  staple  products  during  the 
coming  season,  due  to  the  lack  of  help.  The  aver- 
age of  these  statements  is  that  crop  production  will 
be  decreased  41  per  cent  under  the  normal  for  these 
farms;  and  that  production  of  livestock  and  live- 
stock products  will  be  decreased  37  per  cent  under 
the  normal  for  these  farms. 

A  similar  canvass  in  New  York  state  has 
yielded  similar  results.  The  reports  show  clearly 
that  the  situation  is  getting  seriously  out  of  bal- 
ance, li  there  are  any  people  who  still  think  that 
wages  can  be  pushed  up  in  the  town  industries 
without  limit  and  the  hours  of  labor  still  further 
curtailed,  at  the  sole  expense  of  employers,  their 
attention  is  invited. 

Financial  Affairs. 

The  money  market  is  about  as  it  was  a  month 
ago,  so  far  as  interest  rates  are  concerned.  Loans 
to  bank  customers  are  on  a  straight  6  per  cent 
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basis  in  obedience  to  the  usury  law,  but  commer- 
cial paper  sells  on  a  7  per  cent  basis  and  better. 
First  class  collateral  loans  yield  7  per  cent,  and 
with  collateral  not  so  well  known  up  to  Sj/i  per 
cent.  Uuriug  the  last  week  of  the  month  call  notes 
were  fairly  uniform  at  from  7  to  9  per  cent,  but 
got  down  aji  low  as  6  and  up  as  high  as  14. 

land  settlements  in  the  middle  west  were  ac- 
complished on  March  1  without  any  disturbance. 
The  payments  were  very  large  and  caused  un- 
usual fluctuations  in  bank  deposits  in  some  locali- 
ties for  a  few  days,  but  these  effects  were  tem- 
porary. Reports  scarcely  mention  defaults,  and 
evidently  they  were  negligible  in  number,  as  land 
values  are  said  to  be  firm  or  advancing. 

The  Federal  tax  payments  due  March  15  were 
accomplished  without  much  resort  to  the  Reserve 
banks,  the  total  bill  holdings  of  the  latter  on  March 
5  being  $2,922,542,000  and  on  March  26  $2,901,- 
109,0(X).  Payments  were  effected  largely  in 
Treasury  certificates. 

The  position  of  the  Reserve  banks  is  slightly 
easier  than  it  was  a  month  ago.  The  total  earn- 
ing assets  on  February  27  aggregated  $3,279,232,- 
000.  and  on  March  26  thev  were  $3,191,031,000. 
Total  gross  deposits  were  $2,911,302,000  on  Feb- 
ruary 27  and  $2,541 ,692,000  on  March  26.  Fed- 
eral reserve  notes  in  actual  circulation  were  $3,- 
019,984,000  at  the  former  date  and  $3,048,039,000 
at  the  latter  date.  The  reduction  of  liabilities 
helped  to  maintain  the  reserve  percentage  despite 
gold  exports.  The  ratio  of  total  reserves  to  com- 
bined deposits  and  notes  was  42.5  on  February 
27  and  42.7  on  March  26. 

There  is  much  evidence  that  one  explanation 
of  the  high  state  of  bank  loans  is  to  be  found  in 
the  railroad  embargoes  and  car  shortage.  Con- 
ditions in  New  England  have  been  very  bad  for 
the  past  month,  with  goods  piling  up  in  the  manu- 
facturing towns  and  consequent  inability  to  bill 
against  them.  In  Boston  it  is  said  that  approxi- 
mately $100,000,000  worth  of  Egyptian  cotton 
has  been  tied  up  partly  by  a  port  strike  and  partly 
by  the  governmental  requirement  that  such  im- 
ports shall  be  fumigated  as  a  precaution  against 
the  pink  boll  worm. 

Qovemmental  Finances. 

The  officials  of  the  Treasury  express  confidence 
that  the  March  revenues  from  income  and  excess 
profits  taxes  will  exceed  the  estimate  of  $850,- 
000,000  upon  which  recent  Treasury  calculations 
upon  the  year's  revenues  have  been  based.  Un- 
less its  forecasts  are  upset  by  large  appropria- 
tions by  Congress  for  new  objects  of  expenditure, 
such  as  the  bonus  for  ex-soldiers,  the  floating  debt 
will  l)e  materially  reduced  in  the  current  fiscal 
ye.ir  which  ends  June  30.  1920,  and  again  in  the 
following  fiscal  year.  This  is  greatly  needed  as  a 
step  in  deflation. 

After  the  retirement  of  Treasury  certificates 
due  March  1 5  there  remained  outstanding  the  fol- 
lowing: 


Maturing  June   IS $728,130,000 

Maturing  Sept.   15 657.469.000 

Maturing  Dec    15 703,026,000 

Toul    $2,088,625,000 

Another  offering  was  made  on  March  15  of  tax 
certificates  bearing  4}i  per  cent,  which  has  lieen 
closed,  it  is  understood,  with  about  $200,000,000 
subscribed.  A  further  offering  at  the  same  rale 
has  been  made,  dated  April  1  and  maturing  in 
three  months. 

The  Credit  Situation. 


The  whole  credit  situation  was  helped  very 
much  sentimentally  by  the  announcement  that  the 
British  and  French  governments  would  pay  the 
$500,000,000  joint  loan  which  will  become  due  in 
October  next.  It  was  a  moral  tonic  which  had 
immediate  effects.  Proof  that  these  countries  were 
not  bankrupt  was  hardly  necessary,  but  sentiment 
in  the  exchange  and  investment  markets  had  been 
desixjndent  to  a  degree  that  required  a  cheerful 
.surprise  of  this  kind  to  dispel  the  prevailing  pes- 
simism. The  announcement  had  that  effect  for 
several  reasons,  the  most  influential  of  which,  per- 
haps, was  the  promise  that  a  considerable  amount 
of  gold  would  be  forthcoming  which  would  serve 
to  replenish  our  reserves  and  make  good  the  losses 
which  we  have  seemed  destined  to  suffer  by  ex- 
portation to  Argentina  and  Asia. 

The  gold  situation  was  on  everybody's  nerves 
about  March  1st,  and  we  discus.sed  it  at  some 
length  in  the  March  Letter.  The  excess  of  gold 
exports  over  imports  in  January  was  $35,740,487, 
and  in  February  $38,527,000,  a  total  since  Janu- 
ary 1st  of  $74,267,487,  and  the  margin  of  excess 
reserves  in  the  Federal  reserve  system  was  so  nar- 
row as  to  arouse  misgivings  that  more  drastic  ac- 
tion might  be  taken  by  the  authorities  for  the  re- 
duction of  loans.  The  announcement  that  the 
lonn  would  be  paid,  together  with  a  rumor  that 
gold  shipments  would  begin  at  an  early  day,  in- 
stantly relaxed  the  tension.  At  about  the  same 
time,  the  demand  for  gold  on  account  of  India 
eased  off  in  London  to  such  an  extent  that  two 
lots  aggregating  about  $3,000,000  were  obtained 
for  the  United  States,  and  another  $3,000,000 
came  in  from  Canada.  Altogether,  these  incidents 
had  the  eff'ect  of  making  everj'body  more  cheer- 
ful, although  they  have  not  worked  any  radical 
change  in  the  immediate  situation. 

It  still  remains  to  be  developed  how  much  gold 
will  come  in  payment  for  the  Anglo-French  loan. 
It  is  known  that  the  British  government  has  been 
.iccumulating  credits  here  by  the  sale  of  American 
securities  and  Australian  wool,  and  has  been  buy- 
ing the  Anglo-French  notes  in  the  open  market. 
Probably  its  share  of  the  loan  will  be  largely  cared 
for  in  that  way.  It  is  not  so  clear  how  the  French 
government  will  take  care  of  its  half  of  the  un- 
dertaking, but  special  efforts  have  been  made  to 
bring  the  last  internal  loan  to  the  attenfion  of  in- 
vestors  in   this   country,   and   the   subscriptions 


doubtless  have  aggregated  a  considerable  amount. 
The  first  installment  on  the  gold  payments,  ap- 
proximately $9,000,000,  arrived  on  March  28. 
The  fact  that  shipments  have  begun  so  early  indi- 
cates that  the  total  amount  is  expected  to  be  a 
large  sum. 

No  Basis  for  More  Credit. 

The  most  that  can  be  said  for  this  promise  of 
gold  is  that  it  relieves  to  some  extent  the  anxiety 
as  to  diminishing  reserves.  It  affords  no  reason 
for  expecting  a  renewal  of  credit  expansion.  The 
Federal  Reserve  authorities  have  been  moving 
cautiously  in  their  policy  of  freeing  the  reserve 
banks  from  war  paper  and  getting  those  institu- 
tions back  into  normal  condition,  but  there  is  no 
reason  to  doubt  that  they  are  firm  in  the  purpose. 
Whatever  gold  is  received  will  be  all  needed  to 
provide  against  the  exports  which  must  be  counted 
upon,  and  it  would  be  very  short-sighted  to  modify 
tlie  loan  policy  which  has  been  adopted.  With  the 
credit  expansion  of  the  last  year  as  a  warning, 
and  the  revelations  which  are  being  made  of  specu- 
lative investments  by  means  of  bank  credit  in 
sections  of  the  country  where  liquidation  might 
have  been  rapidly  accomplished,  it  is  plain  that 
for  the  good  of  the  country  the  situation  should 
be  held  firmly  in  hand.  The  country  should  be 
urged  to  pay  its  debts  and  practice  for  a  time  the 
old  fashioned  policy  of  earning  and  accumulating 
before  spending  or  investing.  That  is  the  only 
way  of  getting  fore-handed,  of  getting  control 
over  the  price  situation  or  of  bringing  bank  lia- 
bilities into  proper  relations  to  the  bank  reserves. 

Argentine  Gold  imports. 

There  is  a  renewal  of  reports  that  the  Argen- 
tine government  will  grant  a  loan  of  $200,000,000 
to  Great  Britain,  France  and  Italy  to  enable  those 
countries  to  buy  Argentine  products.  A  bill  for 
this  purpose  passed  the  Chamber  of  Deputies  sev- 
eral months  ago,  but  as  it  has  never  come  to  a 
vote  in  the  Senate  the  conclusion  was  drawn  that 
the  latter  body  was  probably  against  it.  Well- 
informed  persons  now  express  the  opinion  that 
sentiment  for  the  loan  is  growing,  as  it  is  needed 
to  assist  the  country  in  marketing  this  year's 
crops. 

If  the  Argentine  loan  is  granted  it  will  be  likely 
to  curtail  the  three-cornered  transactions  by 
which  gold  has  been  forwarded  to  Buenos  Aires 
from  the  United  States  on  British  account. 

Foreign  Trade  and  the  Exchanjjes. 

Foreign  trade  in  February  was  down  $84,000,- 
000  in  merchandise  exports  and  about  $6,000,000 
in  imports  from  January.  There  seems  to  have 
been  no  marked  change  in  the  character  of  the 
trade.  Exports  of  meats  and  dairy  products  were 
light. 

Sterling  exchange  has  made  a  great  recovery 
since  it  touched  the  low  mark  of  $3.18  early  in 
February.    This  seems  to  have  been  due  in  part 


to  the  sentimental  efTect  of  the  announcement 
that  the  Anglo-French  loan  would  be  paid,  even 
if  gold  must  be  shipped  for  the  purpose.  Gold 
shipments  to  pay  the  loan  could  have  no  bearing 
upon  commercial  exchange  rates,  while  if  resort 
was  had  to  the  exchange  market  for  any  part  of 
the  means  of  payment  the  effect  would  be  adverse. 
Nevertheless,  British  and  French  credit  rose  sen- 
timentally and  both  sterling  and  francs  reflected 
ihe  gain. 

Sterling  continued  to  gain,  doubtless  because 
supply  and  demand  have  favored  the  rise.  Offer- 
ings of  sterling  bills  have  been  light  throughout 
the  month,  while  the  demand  for  sterling  has  been 
good.  Although  cotton  continues  to  go  out  at  a 
good  rate,  apparently  the  bills  have  not  come  on 
the  market.  .The  situation  has  caused  some 
strengthening  of  opinion  that  perhaps  the  worst 
has  been  seen  in  sterling.  We  are  getting  into  the 
season  of  the  year  when  our  exports  of  agricul- 
tural products  usually  decline,  and  British  ex- 
ports are  steadily  increasing. 

On  the  other  hand  the  French  and  Italian  ex- 
changes had  a  relapse  in  the  latter  part  of  the 
month,  falling  nearly  to  the  lowest  points  here- 
tofore touched. 

The  table  of  monthly  quotations  is  as  follows : 


Rate 

New 

Change 

Depre- 

Unit 

in  cents 

rate 

from 

ciation 

Value 

Feb.  28 

Mar.  29 

Par 

in% 

Canada    . . . 

1.00 

.8600 

.9230 

.0770 

11 

Germany  . . 

.2382 

.0105 

.0135 

2247 

94.3 

Italy  

.1930 

.0543 

.0503 

.1427 

73.9 

Belijium   ... 

.1930 

.0727 

.0730 

.1200 

62.1 

France  

.1930 

.0702 

.0695 

.1235 

63.9 

England    . . . 

4.8665 

3.3800 

3.9450 

.9215 

18.9 

Switzerland. 

.1930 

.1613 

.1750 

.0180 

9.3 

Holland  .... 

.4020 

.3700 

.3725 

.0295 

l.i 

Denmark    . . 

.2680 

.1500 

.1875 

.0805 

30.0 

Norway    

.2680 

.1725 

.1925 

.0655 

24.4 

Sweden    

.2680 

.1875 

.2185 

.0495 

18.5 

Spain    

.1930 

.1740 

.1775 

.0155 

8.0 

Argentine   .. 

.9648 

.9850 

.9830 

*.0182 

♦1.8 

Japan   

.4985 

.4800 

.4750 

.0235 

4.7 

*  Premium. 

There  has  been  a  lessening  of  the  demand  for 
exchange  on  China  and  India,  and  silver  has  fluctu- 
ated widely  during  the  past  month,  the  quotations 
falling  below  $1.20  per  ounce  on  very  light  trans- 
actions, later  rallying  to  about  $1.29. 

Canadian  Exctiange. 

It  has  been  authoritatively  stated  that  recent 
shipments  of  gold  from  Canada  to  this  country 
were  for  governmental  purposes.  The  Canadian 
government  has  no  intention  of  attempting  to  re- 
store the  exchange  rate,  and  evidently  could  not 
afford  to  do  so  in  face  of  the  heavy  balances  on 
trade  account  and  interest  account  in  favor  of  the 
United  States.  In  1917  the  balance  on  strictly 
trade  account  was  $407,000,000,  in  1918  it  was 
$308,000,000,  and  in  1919,  $286,000,000.  Besides 
these  balances  there  has  been  an  increasing  indebt- 
edness on  account  of  accruing  interest  on  Can- 
adian   securities    held    in    this    country.      The 


total  gold  reserves  of  Canada  are  but  little  above 
$200,000,000,  and  while  this  is  ample  for  the 
banking;  business  of  Canada,  it  is  evident  that  it 
might  be  all  drained  away  if  the  embargo  was  not 
maintained. 

The  low  exchange  rate  of  the  Canadian  dollar 
in  the  United  States  does  not  reflect  iipon  Cana- 
dian credit  or  Canadian  currency,  and  it  is  a  mis- 
take to  so  regard  it.  A  prominent  public  man 
in  Canada  has  been  quoted  as  saying  that  lie  would 
not  buy  five  cents  worth  from  any  country  which 
did  not  accept  the  Canadian  dollar  at  its  face 
value.  But  Canadian  paper  currency  was  never 
intended  to  circulate  in  the  United  States,  and  can- 
not be  used  here.  Moreover,  it  probably  would  not 
be  considered  desirable  even  from  the  Canadian 
banking  standpoint  to  have  a  great  increase  of 
their  currency  issues  outstanding  in  the  United 
States. 

The  premium  upon  United  States  exchange  in 
Canada  is  not  fixed  or  regulated  in  the  United 
Slates.  It  results  from  the  unbalanced  state  of 
trade  and  from  the  competition  in  Canada  for 
Canadian  credits  in  the  United  States.  There  are 
not  enough  such  credits  to  meet  the  demand  for 
means  of  payment.  It  is  a  natural  trade  phenome- 
non, and  illustrates  the  workings  of  economic  law. 
In  a  state  of  unbalanced  trade  all  the  natural  influ- 
ences work  to  restore  the  equilibrium.  The  pres- 
ent situation  operates  to  discourage  exports  from 
the  United  States  to  Canada  and  to  encourage  ex- 
ports from  Canada  to  the  United  States.  There 
is  no  occasion  for  impatience  or  ill-feeling  about 
it.  The  situation  is  to  be  regretted,  for  it  is  in- 
jurious to  both  countries,  but  there  seems  to  be 
nothing  to  do  about  it  but  let  the  natural  forces 
work  it  out. 

More  Qovernment  Interference. 

The  Canadian  government  has  proposed  and 
secured  an  agreement  among  resident  bond-dealers 
that  the  latter  will  not  encourage  or  grant  facili- 
ties for  the  re-sale  in  Canada  of  Canadian  securi- 
ties now  held  without  the  country,  the  reason 
for  this  policy  is  that  something  over  $100,000,- 
000  of  such  securities  are  estimated  to  have  been 
resold  in  Canada  within  the  last  ten  months,  by 
British  holders,  and  the  government  holds  that 
this  occasions  a  drain  upon  Canadian  resources, 
tending  to  make  money  tight  and  depreciate 
the  value  of  Canadian  bonds  in  the  home  mar- 
ket. The  bond  houses  have  yielded  to  the  gov- 
ernment's request  but  in  some  instances  with  vig- 
orous comments  upon  the  wisdom  of  the  policy. 
They  say  that  it  is  another  instance  of  the  old 
attempt  to  eat  your  cake  and  have  it  too.  Canada 
is  eager  to  export  her  products  to  England,  and 
of  course  wants  to  be  paid  for  them.  England  is 
ready  to  buy  them,  but  the  trade  balance  is  heavily 
in  favor  of  Canada  and  exchange  rates  for  British 
sterling  are  at  a  discount.  The  natural  remedy 
is  by  the  return  of  British-held  Canadian  securi- 
ties to  the  home  market.    What  better  medium  of 


payment  can  Canada  expect  England  to  find? 
Would  she  rather  keep  her  products  and  have 
England  keep  the  securities? 

Canadian  Qold  Production. 

The  Canadian  government  is  dealing  liberally 
with  the  gold  producers  of  tliat  country  by  buying 
their  product  at  the  Ottawa  mint  and  paying  them 
in  New  York  exchange.  This  is  practically  the 
same  to  the  gold  operators  as  allowing  them  to 
export  their  product  to  the  United  States  and 
realize  the  premium,  as  the  exporters  of  other 
products  are  doing,  but  the  Canadian  Treasury  se- 
cures the  gold. 

Waste  of  Capital. 

The  country  is  plainly  suffering  from  a  dearth  of 
investment  capital  at  the  present  time,  at  least 
where  it  is  accustomed  to  be  found  and  for  es- 
sential public  purposes.  The  established  invest- 
ment houses  which  handle  high-grade  securities 
find  that  the  market  has  but  limited  power  of  ab- 
sorption. They  are  pessimistic  about  the  ability 
of  the  railroads  to  raise  the  amount  of  capital  re- 
quired for  new  equipment,  enlarged  terminals  and 
other  facilities  which  are  required  to  enable  them 
to  render  proper  service  to  the  public.  They  ask 
where  the  money  is  coming  from  to  buy  new 
railroad  bonds  and  stocks  on  a  basis  of  normal 
returns,  when  the  old  issues  are  selling  at  present 
figures. 

The  investment  bankers  likewise  talk  dis- 
couragingly  about  the  prospect  for  selling  foreign 
securities  in  this  country.  They  agree  that  the 
United  States  ought  to  buy  foreign  securities. 
Every  consideration  of  self-interest  and  of  inter- 
national relations  calls  upon  us  to  extend  credit  to 
the  countries  of  Europe  at  this  time,  but  how  can 
it  be  done  in  the  present  state  of  the  investment 
market?  With  Liberty  bonds  selling  on  better 
than  a  5  per  cent,  basis,  and  any  number  of  good 
bonds  and  preferred  stocks  to  yield  6  or  7  per 
cent,  and  upwards,  where  is  the  ground  for  hope 
that  large  sums  can  be  had  for  foreign  invest- 
ments ? 

Promiscuous  Flotations 

But  while  this  is  the  situation  in  the  regular 
channels  of  distribution,  there  is  evidence  that  a 
great  amount  of  new  capital  is  available  in  other 
fields  and  that  much  of  it  is  being  dissipated  and 
wasted  in  ill-advised  ventures.  The  high  prices  for 
farm  products  and  high  prevailing  wages  have 
created  a  large  body  of  new  and  inexperienced 
investors  throughout  the  country  who  are  unfamil- 
iar with  the  risks  of  new  business  enterprises,  un- 
informed as  to  standard  securities  and  an  easy 
prey  to  skillful  stock  salesmen.  Even  during  the 
war  much  activity  had  developed  in  organizing 
local  companies,  but  during  the  past  year  they  have 
multiplied  and  the  army  of  salesmen  has  been  in- 
creased until  every  prosperous  locality  is  infested. 

The  state  of  Iowa  has  been  an  active  field  for 


these  efforts,  and  by  the  middle  of  1918  the  situa- 
tion had  become  such  that  the  Iowa  Bankers'  As- 
sociation passed  resolutions  warning  the  public 
against  these  irresponsible  flotations  and  urging 
the  members  of  the  association  to  discountenance 
them.    The  resolutions  were  as  follows: 

"WHEREAS,  we  have  within  this  state  a  swarm 
of  private  corporation  promoters  who  are  engaged 
in  the  business  of  starting  new  corporations  for  the 
sole  purpose  of  securing:  promotion  salaries,  includ- 
ing exorbitant  commissions  paid  to  agents  for  the 
sale  of  stock;  and  as  a  means  of  reducing  this  evil 
we  call  upon  the  bankers  of  Iowa  to  refuse  the  in- 
ducemcrfts  now  so  freely  offered  for  their  influence 
in  making  sales  of  stock  in  these  concerns,  most  of 
which  are  unnecessary,  if  not  unsound. 

"We  urge  the  bankers  of  Iowa  to  refuse  to  buy 
notes  given  for  purchase  of  such  stock. 

"We  condemn  the  practice  of  any  bank  officer  or 
employee  receiving  or  accepting  compensation,  di- 
rectly or  indirectly,  by  reason  of  his  connection  with 
any  promotion  scheme. 

"We  further  recommend  that  a.  law  be  passed 
altogether  prohibiting  the  payment  of  any  commis- 
sion whatever  to  stock  salesmen,  promoters,  bankers 
or  others. 

"We  especially  urge  bankers  to  refuse  to  write 
letters  recommending  not  only  the  stock  as  an  in- 
vestment, but  also  the  men  connected  with  the  pro- 
motion of  the  enterprise." 

The  March,  1920,  Bulletin  of  the  Iowa  Bank- 
ers' Association  is  devoted  entirely  to  the  same 
subject.    The  first  paragraph  is  as  follows: 

Never  was  there  a  time  when  more  stock  promo- 
tion schemes  have  been  foisted  upon  the  people  of 
this  state.  Promotions  of  every  kind,  description 
and  color  are  being  presented  to  the  unsuspecting 
farmers,  wage-earners  and  others,  bat  particularly 
to  the  farmers.  There  is  probably  not  a  banker  in 
Iowa  who  cannot  tell  of  some  "hair-raising"  pro- 
cedure, under  which  "smooth-tongued"  and  "glib" 
stock  salesmen  have  loaded  some  farmer  customer. 
The  more  warnings  that  have  been  issued  by  busi- 
ness and  professional  men,  bankers,  farm  organiza- 
tions and  commercial  clubs,  the  greater  the  number 
of  "suckers,"  as  they  are  termed,  are  uncovered  by 
the  army  of  stock  salesmen  with  which  Iowa  is 
infested. 

A  prominent  feature  of  the  operations  of  these 
salesmen  has  been  the  exchange  of  their  stocks 
for  Liberty  bonds. 

The  Des  Moines  Daily  Capital,  discussing  re- 
cently the  collapse  of  a  corporation  the  stock  of 
which  had  been  sold  to  the  extent  of  over  $3,000,- 
000,  said: 

The  industry  of  stock-selling  in  Iowa  has  been 
almost  without  limit.  Men  with  gifts  for  salesman- 
ship left  other  occupations  to  become  stock  sellers. 
Their  number  has  been  so  large  that  they  have  held 
meetings  for  discussion  of  ways  and  means  of  stock- 
selling.  The  people  were  found  to  be  easy  marks. 
They  yielded  up  their  cash  readily.  If  they  could 
not  pay  cash  they  gave  their  notes  and  the  notes 
were  discounted  at  the  banks.  The  commissions 
paid  to  stock  salesmen  have  been  stupendous.  The 
business  developed  many  yarieties  of  ingenuity. 
Stocks  were  sold  at  par.  If  the  sales  were  easy 
stocks  were  advanced  to  a  large  premium  above 
par.  In  some  cases  the  salesmen  contracted  for  the 
stock  at  a  certain  price  with  an  agreement  that  all 
above  that  amount  was  to  be  theirs. 


The  large  and  unnatural  amounts  made  by  stock 
sellers  has  done  great  damage  to  legitimate  industry. 
It  will  be  hard  to  make  a  young  man  content  to 
work  for  $40  per  week  in  some  legitimate  business 
after  he  lias  put  in  a  year  in  stock  selling  at  a 
profit  of  $5,000  per  month.  There  were  stock  sales- 
men, plenty  of  them,  who  were  making  $2,000  per 
month.  Others  made  $3,000  per  month,  and  in  some 
cases  the  sums  were  beyond  all  reasonable  compre- 
hension. 

Specimen  Operations. 

The  method  of  some  of  these  flotations  is  illus- 
trated by  the  following  statement  from  a  promi- 
nent man,  who  had  been  a  member  of  the  Iowa 
State  Senate,  and  who  was  an  official  of  a  com- 
pany organized  to  manufacture  farm  tractors.  The 
stock  was  put  on  the  market,  and  the  methods  of 
the  flotation  were  such  as  to  bring  the  company 
into  court.  The  official  made  the  following  expla- 
nation : 

"We  made  a  contract  with  this  firm  granting  them 
exclusive  right  to  purchase  our  stock  at  a  stipu- 
lated price  upon  their  paying  in  advance  for  same. 
Most  of  their  sales  were  on  the  installment  plan. 
Under  this  arrangement  the  broker  paid  us  a  total 
of  $13,000,  for  which  we  issued  stock  in  the  Farm- 
ers' Tractor  company.  In  the  meantime  the  firm 
assured  us  repeatedly  they  had  sold  upward  of 
$100,000  and  would  soon  begin  turning  over  to  us. 
large  sums  of  money.  We  later  discovered  the 
broker  had  collected  $66,000  as  partial  payments  on 
stock  sold.    We  had  received  but  $13,000." 

Another  case  is  reported  as  follows : 

STORM  LAKE,  la.,  Feb.  17.— Suit  has  been  filed 
by  Charles  J.  Schmitt,  of  Maple  Valley  township, 
against  the  Midland  Cattle  company,  asking  that 
certain  moneys  and  promissory  notes  given  by  the 
plaintiflF  for  stock  in  the  company  be  returned  to 
the  plaintiff. 

The  petition  alleges  that  he  has  paid  money  and 
given  notes  to  the  company  for  $20,000  worth  of 
stock.  The  plaintiff  alleges  that  it  was  represented 
to  him  that  the  company  would  be  able  to  secure 
money  from  the  federal  reserve  bank  at  3  per  cent 
and  that  the  profits  of  the  company  would  run  as 
high  as  40  per  cent.  The  petition  sets  forth  that  he 
originally  bought  $10,000  worth  of  stock  and  that 
later  it  was  represented  to  him  that  if  he  would 
take  $10,000  more  in  stock  the  salesman  would  re- 
sell it  for  him  before  the  notes  came  due  at  not  less 
than  $12S  per  share,  or  a  profit  of  $25  per  share.  He 
took  another  $10,000. 

The  First  National  Bank  of  Sheldon,  Iowa,  has 
recently  published  a  warning  advertisement  in 
local  newspapers  reading  in  part  as  follows : 

A  certain  retired  farmer  in  Sheldon  recently  pur- 
chased around  $40,000.00  of  stock  in  a  speculative 
enterprise  located  not  many  miles  from  here,  and 
the  other  day  the  promoter  was  in  Sheldon  offering 
this  retired  speculator's  notes  to  the  Sheldon  banks 
at  $10,000.00  discount. 

Needless  to  say  the  banks  of  Sheldon  did  not 
want  paper  on  a  man  who  plunges  into  debt  in  this 
reckless   manner. 

The  promoter  selling  the  stock  probably  gets  an- 
other $10,000.00  for  his  profit,  tliat  makes  ^0,000.00 
for  closing  a  $40,000.00  deal. 

In  other  words  the  e.xpense  takes  half  the  money 
at  the  start.  It  must  be  a  shady  deal  that  takes  half 
a  man's  money  at  the  very  beginning.  Probably  the 
other  half  will  be  taken  from  him  shortly. 


A  Meat  Packing  Company. 

Anotlier  case  of  state-wide  interest  was  that  of 
a  company  organized  to  establish  a  meat  packing 
establishment  at  Des  Moines.  In  this  case  an  espe- 
cial appeal  was  made  to  fanners,  upon  the  repre- 
sentation that  it  was  intended  to  give  them  an  op- 
portunity to  enjoy  the  profits  which  had  been 
long  monopolized  by  the  "big  interests."  They 
were  told  that  the  stock  of  the  large  Chicago 
companies  was  closely  held  and  unobtainable,  al- 
though several  of  these  stocks  are  traded  in  daily 
on  public  exchanges.  Swift  &  Company  have 
35.000  stock  holders. 

The  Annour  preferred  7  per  cent  stock,  a 
choice  investment,  is  changing  hands  at  about 
par,  while  Swift  &  Company  common,  paying 
8  per  cent  and  having  a  bona  fide  book  value  of 
about  $160  per  share,  is  selling  at  this  writing 
at  about  $123  per  share.  These  prices  are  low, 
but  they  have  been  low  for  several  years,  owing 
to  the  over-burdened  state  of  the  investment  mar- 
ket. Sales  are  reported  daily  in  the  Chicago 
newspapers,  which  circulate  all  over  the  state  of 
Iowa,  but  with  this  opportunity  to  get  into  these 
old  companies,  with  their  experienced  organiza- 
tions, established  business  and  long  record  of  suc- 
cessful operation,  thousands  of  farmers  bought 
stock  at  par  in  this  new  promotion,  which  doesn't 
even  own  a  packing  plant,  and  confessedly  had 
yet  to  create  an  operating  organization  and  build 
up  a  business.  Moreover,  a  large  percentage  of 
what  they  paid  for  this  stock  was  absorbed  by 
promotion  expenses.  The  attorney-general  of 
the  State  allies  that  the  company  is  insolvent 
before  beginning  to  put  up  its  buildings  and  at 
his  instance  a  local  court  has  appointed  a  perma- 
nent receiver.    Over  $3,000,000  of  stock  was  sold. 

Extravagant  Commissions  and  Discounts. 

The  editor  of  the  Iowa  Homestead,  a  farm 
journal  published  at  Des  Moines,  describes  a  com- 
mon procedure  in  such  flotations  as  follows : 

Let  me  show  how  a  large  number  of  the  heavily 
capitalized  companies,  now  selling  stock  to  farmers 
in  the  state,  through  salesmen  paid  large  commis- 
sions, are  operating.  They  sell  stock  to  a  farmer 
to  the  amount  of  $1,000  on  which  the  company  re- 
ceives notes  for  $750,  the  remaining  $250  having  been 
pocketed  by  the  stock  salesman.  This  note  for  $750 
IS  offered  to  some  bank  at  a  discount  of  say  10  per 
cent,  which  is  $75  oflF  on  a  note  of  $750.  Even  then 
the  purchasing  bank  seldom  desires  to  pay  out  actual 
cash,  but  often  issues  a  certificate  of  deposit,  with- 
out interest,  due  at  the  maturity  of  the  notes.  For 
the  $1,000  worth  of  stock  subscribed  for,  the  com- 
pany now  holds  a  certificate  of  deposit  for  $675 — the 
original  $1,000  less  the  $250  paid  the  salesman  and 
the  $75  discount  allowed  the  purchasing  bank. 

The  companies  are  nearer  their  ready  cash  than 
before,  but  they  do  not  have  the  real  money.  _  The 
certificate  of  deposit  in  the  purchasing  bank  is  of- 
fered a  second  bank  and  again  a  discount  is  made, 
often  running  as  high  as  IS  per  cent.  This  means 
that  the  company  offers  the  $675  certificate  of  de- 
posit for  $573.75,  which  is  15  per  cent  less  than 
the  face  value.  The  company  now  has  its  money 
(when   the  second  bank  buys  the  first  bank's  cer- 


tificate of  deposit),  but  it  has  only  $573.75  for  $1,000 
worth  of  stock.  In  a  word,  it  starts  out  whatevet 
business  it  may  or  may  not  venture  into,  with  but 
little  more  than  one-half  the  cash  which  it  is  sup- 
posed to  have,  for  the  stock  subscribed. 

Competent  authorities  have  estimated  that  the 
aggregate  of  stock  in  new  companies  floated  in  the 
State  of  Iowa  last  year  would  amount  to  several 
hundred  millions  of  dollars,  and  a  large  part  is 
classed  as  highly  speculative. 

A  Kansas  Sclieme. 

These  operations  have  been  going  on  in  like 
manner  in  other  states,  oil  companies  being  the 
most  common.    A  Topeka  letter  says: 

The  rise  of  the  "unit"  system  made  a  particular 
appeal  to  the  speculative  investor.  The  one-eighth 
royalty  retained  by  the  land  owners  was  the  basis  of 
high  finance.  Purchasing,  say,  one-tenth  of  one- 
eighth  for  $10,000  in  a  field  where  some  production 
had  been  found,  this  fraction  was  capitalized  into 
thousands  of  units,  each  purporting  to  be  an  undi- 
vided interest  in  the  fraction.  In  some  instances  a 
$10,000  fraction  was  the  basis  for  100,000  units  sold 
at  $20  each,  and  these  were  scattered  over  the  State 
with  a  rapidity  that  made  many  fortunes.  In  one 
instance  the  units  numbered  5,000,000  at  10  cents 
each.  Complaints  to  the  blue  sky  board  showed  that 
some  owners  of  units  would  not  receive  1  per  cem 
on  their  investment  until  the  property,  yet  to  be 
developed,  yielded  $3,000,000  worth  of  oil.  Widows' 
estates  were  frequently  wholly  invested  in  these 
securities. 

Loss  of  Capital. 

The  loss  of  capital  which  results  is  deplorable 
not  only  on  accoimt  of  the  investors  who  have 
been  defrauded,  and  who  in  many  instances  have 
anticipated  future  earnings  in  which  they  may  suf- 
fer further  disappointment,  but  on  account  of  the 
country's  present  great  need  for  capital. 

The  country  faces  a  critical  situation  as  regards 
the  railroads.  They  need  literally  billions  of  dol- 
lars for  equipment  and  improvement,  but  the  regu- 
lar channels  of  investment  are  over-filled  with  of- 
ferings, and  of  course  the  railroads  cannot  offer 
inducements  to  compete  with  these  fake  proposi- 
tions which  are  gathering  up  the  available  capital 
of  the  rural  sections.  While  this  saturnalia  of 
waste  has  been  going  on  in  Iowa  there  has  been 
serious  protest  within  that  State  against  the  new 
railroad  law,  providing  that  rates  shall  be  suffi- 
cient to  allow  the  roads  to  earn  in  the  aggregate 
an  amount  equal  to  5j4  per  cent  upon  their  total 
actual  value  as  determined  by  the  Inter-State 
Commerce  Commission.  As  we  have  repeatedly 
pointed  out,  this  is  not  a  guaranty  upon  outstand- 
ing railroad  stocks  or  to  the  individual  roads,  but 
of  an  aggregate  sum  for  which  the  roads 
must  compete.  Now  that  the  promotion  period 
in  railroads  is  past,  and  every  entry  in  railroad 
property  accounts  is  supervised  by  the  Inter-State 
Commerce  Commission,  why  should  not  all  parts 
of  the  country  contribute  to  the  sum  of  new 
capital  needed  to  restore  the  operating  efliciency 
of  the  roads?  Iowa  and  Kansas  have  suffered 
millions  in  losses  during  the  past  six  months  be- 
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cause  of  inadequate  transportation  facilities,  and 
there  can  be  no  relief  except  as  the  railroad  com- 
panies are  able  to  raise  new  capital,  which  in  the 
present  world  situation  is  very  difficult.  Now 
that  the  railroad  act  is  a  law,  would  it  not  be 
well  for  the  f>eople  of  these  western  states,  where 
money  seeks  investment  so  eagerly,  to  either  re- 
frain from  attacking  it  as  too  liberal  to  investors, 
or  take  some  of  the  railroad  investments  them- 
selves ? 

People  do  not  sufficiently  realize  the  public  in- 
terest in  capital  accumulations,  and  the  public  loss 
when  savings  are  wasted.  The  Iowa  Bankers'  As- 
sociation is  to  be  commended  for  its  action  touch- 
ing upon  stock  flotations.  The  bankers  have  far 
more  to  gain  by  safeguarding  their  communities 
against  doubtful  investments  than  from  any  prof- 
its that  such  transactions  may  yield  incidentally 
to  them. 

Credit  Expansion  and  Tight  Money. 

Inasmuch  as  stock  sales  seem  to  be  commonly 
financed  by  promissory  notes,  which  are  disposed 
of  to  local  banks,  the  campaign  described  above 
evidently  has  contributed  to  the  state  of  inflated 
credit  and  tight  money  which  exists  over  the 
country. 

The  great  activity  in  farm  lands  has  been  an- 
other important  factor.  It  is  not  to  be  regarded 
in  the  same  light  as  the  flotation  of  worthless 
stocks,  for  there  is  a  basis  of  real  values  even 
though  the  movement  may  be  overdone  for  a  time, 
but  farm  sales  must  have  tied  up  a  large  amount 
of  capital.  A  trust  company  in  Des  Moines  has 
conducted  an  inquiry  which  reveals  that  sales  *of 
19,600  farms  were  closed  up  in  Iowa  on  March 
1st  last,  the  custom  being  for  farm  transfers 
contracted  during  the  preceding  year  to  be  made 
at  that  date.  The  aggregate  amount  involved  in 
those  transfers  is  not  given,  but  other  reports 
show  that  in  each  of  several  counties  the  total 
was  approximately  $10,000,000. 

Tliat  there  has  been  no  check  as  yet  to  the  land 
movement  is  indicated  by  the  following  press  re- 
port, which  is  remarkable  in  view  of  the  number 
of  acres  in  the  tract: 

SPENCER.  la.,  March  13.— What  is  believed  to  be 
the  bigg^est  real  estate  deal  made  in  recent  years  in 
the  state  of  Iowa,  was  consummated  by  Robert  T. 
Colter  of  Spencer  when  he  bought  the  well  known 
Allan  Grove  Farms,  adjoining  the  town  of  Hospcrs 
in  Sioux  county.  Posession  will  be  given  March  1, 
1921. 

Mr.  Colter  paid  $900,000  for  the  tract  of  2.322.86 
acres  or  an  average  of  $387,457  the  acre.  Mr.  Colter 
came  to  Spencer  from  Muskogee.  Okla.,  last  May 
and  bought  of  M.  E.  Griffin,  1.571.48  acres  for  $353,- 
583.  By  August  he  had  disposed  of  his  holdings  for 
a  total  of  $457,647.75,  making  a  net  profit  of  $104,- 
064.75  in  three  months. 

The  land  salesmen  have  been  reaping  a  great 
harvest  in  commissions.  In  recent  litigation  in- 
volving a  land-selling  company,  one  salesman 
testified  that  he  had  received  $455,000  in  salary 
and  commissions  for  seven  months'  work. 


Federal  Taxes. 

The  Secretary  of  the  Treasury  has  sub- 
mitted to  the  Chairman  of  the  Ways  and  Means 
Committee  of  the  House  of  Representatives  a 
series  of  recommendations  for  the  simplification 
of  the  excess  profits  and  income  taxes,  and  a  re- 
duction in  these  levies  after  1922  so  far  as  income 
re- invested  in  industry  is  concerned.  The  Secre- 
tary says  that  in  his  opinion  it  would  be  unsafe 
to  reduce  now  the  income  and  profits  taxes  to  be 
collected  in  the  calendar  year  1920  and  1921, 
which  he  is  counting  on  to  retire  the  present  float- 
ing indebtedness,  but  he  can  see  nothing  in  the 
financial  prospects  for  the  calendar  year  1922  or 
thereafter  to  forbid  the  changes  which  he  recom- 
mends. His  proposals  include  several  not  ma- 
terially affecting  the  revenues,  but  the  notable 
features  are  the  recommendations  that  a  flat  tax 
upon  profits  in  excess  of  distributed  earnings  be 
.substituted  for  the  present  graduated  rates  of  20 
and  40  per  cent,  and  that  the  surtaxes  upon  per- 
sonal incomes  be  reduced  as  to  that  portion  of  in- 
comes which  are  saved  and  re-invested  in  busii- 
ness. 

"No  reduction,"  says  the  Secretary,  "is  urged  in 
respect  to  income  spent  for  unnecessary  or  osten- 
tatious consumption;  income  saved  and  invested 
in  property  or  in  business  yielding  a  taxable  in- 
come should  be  taxed  at  a  lower  rate;  income 
spent  for  consumption  or  invested  in  tax-exempt 
securities  should  pay  at  established  rates,  both  the 
normal  tax  and  sur-taxes.  To  the  extent  that  it 
falls  on  savings  the  income  tax  .should  be  reduced ; 
to  the  extent  that  it  falls  on  waste  it  should  bp 
maintained  or  even  increased." 

This  is  the  first  clear  recognition  that  has  been 
given  from  an  official  source  of  the  truth  that 
earnings  and  profits  which  are  saved  and  converted 
into  productive  capital  should  be  regarded  in  a 
difl"erent  light  from  income  which  is  spent  and 
consumed  for  the  personal  benefit  of  the  owners. 

The  Public  Interest  In  Industry. 

There  has  been  no  recognition  of  this  fact  in 
our  tax  legislation  and  there  is  little  recognition 
of  it  in  current  discussion  of  wealth  distribution. 
It  is  commonly  assumed  that  all  income  inures 
wholly  to  the  benefit  of  the  recipient  and  that 
all  property  is  devoted  wholly  to  the  benefit  of 
the  owner.  The  radical  doctrines  of  the  day  are 
ba.sed  upon  this  assumption,  although  common  ob- 
servation shows  it  to  be  false.  The  industries 
are  all  privately  owned,  but  they  are  engaged  in 
producing  for  common  consumption,  and  all  de- 
velopment and  improvement  in  them  inures  to 
the  benefit  of  the  great  body  of  consumers. 

To  whatever  extent  the  profits  of  an  industry 
are  turned  back  into  the  industry  to  enlarge  and 
cheapen  production,  the  public  enjoys  the  bene- 
fits. It  is  only  to  the  extent  that  the  owners 
withdraw  profits  for  expenditure  upon  themselves 
that  they   receive  benefits.     We   referred   some 


months  ago  in  illustration  of  this  principle  to  the 
case  of  Jackson  liarnett,  an  Indian,  of  Oklahoma, 
who  has  a  large  income  from  oil  wells  upon  his 
land,  but  who  has  continued  to  live  simply,  upon 
an  expenditure  of  about  $50  per  month,  while  in- 
vesting over  $800,000  in  Liberty  bonds.  He  is 
consuming  no  more,  withdrawing  no  more  from 
the  common  social  supply,  than  before  he  became 
wealthy.  His  income  has  been  turned  over  to  the 
United  States  Government  for  its  uses.  It  is  true 
that  he  receives  interest  upon  this  investment,  but 
if  he  re-invests  the  interest  the  situation  remains 
unchanged. 

This  illustrates  the  general  situation  as  to 
wealth  distribution.  All  wealth  employed  in  pro- 
duction for  the  public  market  is  socially  employed, 
and  may  be  regarded  as  a  social  fund,  in  the  same 
sense  as  though  the  title  to  it  was  actually  in  the 
State.  The  real  distribution  of  wealth,  therefore, 
is  not  to  be  measured  by  ownership  but  by  con- 
sumption. 

When  this  view  is  accepted  it  will  be  seen  that 
so  far  as  practicable  taxation  should  be  levied 
upon  that  part  of  a  rich  man's  income  which  is 
devoted  to  private  consumption  rather  than  upon 
that  part  which  is  returned  to  industry  and  de- 
voted to  public  purposes.  The  grievance  of  so- 
ciety against  large  private  incomes  is  confined 
to  that  portion  of  such  incomes  as  may  be  dis- 
sipated in  undue  and  wasteful  private  con- 
sumption. 

An  Economic  Demonstration. 

The  high  taxes  upon  business  profits  have  dem- 
onstrated to  the  satisfaction  of  everybody  who 
has  had  opportunity  to  become  familiar  with  their 
workings  that  the  doctrine  of  confiscation  is  fal- 
lacious. They  have  accomplished  a  convincing  ex- 
posure of  the  falsity  of  the  whole  socialistic  theory, 
that  you  can  seize  upon  the  product  of  an  indi- 
vidual's labor  without  diminishing  his  interest  in 
production.  These  taxes,  it  is  agreed,  have  not 
only  diminished  the  amount  of  capital  available 
for  the  expansion  of  industry  and  reduced  the 
incentive  to  enterprise,  but  they  have  encouraged 
extravagant  and  wasteful  expenditures,  resulting 
in  loss  to  the  revenues  as  well  as  to  industry. 
They  violate  the  recognized  principles  of  social 
economy. 

Profits  and  Taxes  of  a  Coal  Company. 

A  correspondent  has  laid  before  us  an  illustra- 
tion of  the  unjust  workings  of  these  taxes,  in  the 
case  of  a  coal  company  which  began  operations 
less  than  five  years  ago.  The  case  is  the  more 
interesting  because  coal  companies  are  alleged  to 
have  made  exorbitant  profits.  For  the  first  three 
years  of  its  life  this  company's  operations  re- 
sulted in  cumulative  losses,  but  in  the  year  1918 
with  a  large  output  and  good  prices  it  made  a 
profit  which  reimbursed  it  for  the  previous  losses 
with  enouerh  over  to  yield  about  2.4  per  cent  in- 
terest on  the  investment,  but  the  government  levy 
took  all  the  net  gain  and  a  part  of  the  recovered 
capital.    We  take  the  liberty  of  using  the  follow- 


ing extract  from  a  private  letter  relative  to  this 
case,  suppressing  names,  for  the  light  it  gives 
upon  the  general  effects  of  this  taxation : 

_  Tlie  case  of  tlic  coal  company  is  a  good  illustra- 
tion. Its  operations  for  4ji  years  with  an  average 
invested  capital  of  $575,000.00  shows  a  profit  of  a 
little  less  than  2.47«  per  annum,  yet  this  modest 
profit,  as  well  a$  part  of  the  capital  of  a  company 
several  of  whose  stockholders  are  poor,  and  have 
small  amounts  invested,  and  sorely  need  a  little  in- 
come from  them,  is  taken  bodily  by  the  government 
whose  financial  experts  admit  frankly  and  cheerfully 
that  the  proceeding  is  stupid,  outrageous  and  con- 
fiscatory. It  might  be  thought  that  this  is  a  very 
exceptional  case,  but  it  is  not.  There  arc  thousands 
of  cases  closely  resembling  this  one.  Certain  lines 
of  business  which  have  fairly  even  profits  from  year 
to  year  such  as  banks,  railroads,  public  utilities,  etc., 
are  not  apt  to  be  hard  hit  by  the  excess  profits  law, 
but  a  large  number  of  concerns  in  mining,  iron, 
steel,  and  many  other  lines  which  are  proverbially 
jn  the  "Prince  or  Pauper"  class  are  its  victims.  The 
iron  and  steel  business,  as  you  are  no  doubt  aware, 
has  for  the  last  forty  years  been  running  in  cycles 
of  about  seven  to  nine  years  making  little  or  noth- 
ing, or  perhaps  running  a  little  behmd  for  say,  five 
or  six  years  and  recouping  in  one  or  two  boom 
years.  It  is  easy  to  see  how  in  such  cases  a  tax 
like  that  of  1918  if  imposed  over  many  years  could 
easily  take  all  the  profits  over  these  same  years. 

England  in  such  cases  takes  the  average  income 
for  four  years,  combining  that  of  the  preceding  three 
years  with  that  of  the  year  taxed.  Mr.  Roper's 
experts  also  freely  admit  that  this  is  a  very  much 
better  method  than  ours. 

This  kind  of  taxation,  of  course,  increases  enor- 
mously the  cost  of  commodities.  It  might  be  that 
in  the  case  of  a  single  company  an  increase  in  its 
costs  would  not  allow  it  to  raise  its  prices,  but  in  a 
business  like  producing  coal,  for  example,  if  the 
cost  of  say,  20%  of  the  production  of  the  country 
IS  raised  a  dollar  a  ton  the  price  to  all  consumers 
is  raised  correspondingly  just  as  surely  as  if  the 
cost  of  all  producers  were  raised  the  same  amount. 
The  effects  of  raising  the  costs  of  necessaries  by 
unfair  taxation  are  worse  than  those  of  increasing 
prices  by  profiteering.  The  latter  ceases  quickly 
when  real  competition  starts.  The  increase  of  costs 
on  the  other  hand  persists  and  it  may  take  years 
of  hard  struggling  accompanied  by  strikes,  riots 
and  misery  to  get  down  to  normal  again. 

The  system  in  practice  is  apt  to  work  out  about 
as    follows: 

The  managers  of  a  works  don't  feel  much  like 
working  themselves  to  a  frazzle  if  they  know  that 
all  the  results  of  their  energy  will  be  confiscated 
and  they  may,  if  their  plant  is  showing  fine  profits, 
become  unduly  liberal  in  adjusting  wages.  A  fore- 
man asks  for  a  raise  of  $1,000.00  a  year.  Ordinarily 
$200.00  would  be  considered  about  right,  but  the 
management  feel  in  the  back  of  their  heads  that  if 
they  don't  give  this  man  $1,000.00  the  government 
will  take  $824.00  of  it  and  waste  most  of  it  at  Muscle 
Shoals  or  some  other  place  where  work  is  done  in 
an  equally  wasteful  fashion,  and  they  grant  the  in- 
crease. All  this  is  easy,  but  when  they  later  on 
have  to  come  down  to  earth  again  it  will  be  a  differ- 
ent story. 

If  this  country  could  have  a  reasonable  tax  law 
in  the  near  future  and  would  promptly  repeal  the 
Lever  Act  and  stop  people  with  the  presidential 
hoe  in  their  bonnets  from  rushing  in  and  abolishing 
the  laws  of  nature  and  economics  by  injunction,  it 
would  save  this  country  an  amount  of  toil  and 
misery  over  the  next  twenty-five  years  which  would 
sfneger  the  imagination. 

If  we  had  a  well  devised  tax  on  the  sale  of  com- 
modities the  people  of  this  country  would  pay  the 
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amount  of  revenue  received  by  the  government.  Un- 
der the  present  scheme  they  probably  pay  from  five 
to  ten  times  that  amount.  While  some  of  the  dif- 
ference goes  to  the  profiteer  a  vastly  greater  portion 
is  eaten  up  in  the  extravagance,  waste,  loss  of  effi- 
ciency and  general  demoralization,  and  the  lowering 
of  the  morale  of  industrial  organizations  which  are 
sure  to  accompany  such  a  faulty  system. 

In  this  connection  it  may  be  noted  that  William 
B.  Colver,  of  the  Federal  Trade  Commission, 
speaking  before  the  National  Wholesale  Drygoods 
Association,  characterized  the  excess  profits  tax 
as  "one  of  the  comer-stones  of  the  present  un- 
healthy and  intolerable  price  structure  in  the  coun- 
try". The  tax,  he  said,  was  not  designed  as 
revenue  measure,  but  as  a  profits  equalizer  be- 
tween different  cost  producers  under  fixed  price 
system  during  war.  Tax  is  passed  on  until  four 
or  five  dollars  is  taken  out  of  some  one's  pocket 
for  every  dollar  reaching  the  Treasury.  Mr.  Col- 
ver declared  commodity  prices  must  come  down  of 
their  own  accord  or  they  would  be  forced  down 
by  world  conditions  affecting  American  pros- 
perity. 

Weakness  of  Governmental  Management. 

In  taking  leave  of  official  life  at  Washing- 
ton, the  Hon.  Franklin  K.  Lane,  after  seven 
years  in  the  President's  cabinet  as  Secretary 
of  the  Interior,  following  a  somewhat  larger 
experience  upon  the  Interstate  Commerce 
Commission,  closed  a  very  interesting  review 
of  his  administration  of  the  Interior  Depart- 
ment with  a  few  pertinent  and  instructive  com- 
ments upon  official  life  and  governmental  activ* 
ities.  They  are  especially  pertinent  at  this  time, 
when  so  many  people  of  comparatively  little  prac- 
tical experience  in  affairs  themselves  are  strongly 
inclined  to  enlarge  the  official  functions  by  having 
the  government  embark  upon  industrial  activities. 
That  part  of  his  statement  is  as  follows : 

And  now  in  parting,  let  me  say  a  general  word  as 
the  fruit  of  my  experience  here.  Washington  is  a 
combination  of  political  caucus,  drawing  room  and 
civil  service  bureaus.  It  contains  statesmen  who  are 
politicians  and  politicians  who  arc  not  statesmen. 
It  is  rich  in  brains  and  in  character.  It  is  honest 
beyond  any  commercial  standard.  It  wishes  to  do 
everything  that  will  promote  the  public  good.  But 
it  is  poorly  organized  for  the  task  that  belongs  to  it. 
Fewer  men  of  larger  capacity  would  do  the  task 
better.  Ability  is  not  lacking  but  it  is  pressed  to 
the  point  of  paralysis  because  of  an  infinitude  of 
details  and  an  unwillingness  on  the  part  of  the 
great  body  of  public  servants  to  take  responsibility. 
Everyone  seems  to  be  afraid  of  everyone.  The 
self-protective  sense  is  developed  abnormally,  the 
creative  sense  atrophies.  Trust,  confidence,  enthu- 
siasm— these  simple  virtues  of  alt  great  business 
are  the  ones  most  lacking  in  government  organiza- 
tion. We  have  so  manv  checks  and  brakes  upon  our 
work  that  our  progress  does  not  keep  pace  with 
the  nation's  requirements.  We  could  save  money 
for  the  government  if  we  had  more  discretion  as  to 
how  we  should  use  that  given  us.  For  the  body  of 
the  civil  servants  there  should  be  quicker  promotion 
or  discharge  and  a  sure  insurance  when  disability 
comes.  For  the  higher  administrative  officers  there 
should  be  salaries  twice  as  high  as  those  now  given 


and  they  should  be  made  to  feel  that  they  are  the 
ones  responsible  for  the  work  of  the  department; 
the  head  being  merely  an  adviser  and  a  constructor 
of  policies.  As  matters  are  now  devised  there  are 
too  few  in  the  government  whose  business  it  is  to 
plan.  Every  man  is  held  to  details,  to  the  narrower 
view,  which  comes  too  often  to  be  the  department 
view  or  some  sort  of  parochial  view.  We  need  for 
the  day  that  is  here  and  upon  us  men  who  have  lit- 
tle to  do  but  study  the  problems  of  the  time  and 
test  their  capacity  at  meeting  them.  In  a  word  we 
need  more  opportunity  for  planning,  engineering, 
statesmanship  above,  and  more  fixed  authority  and 
responsibility  below. 

"The  self -protective  sense  is  developed  abnor- 
mally, the  creative  sense  atrophies.  Trust,  confi- 
dence, enthusiasm — those  simple  virtues  of  all 
great  business — are  the  ones  most  lacking  in  gov- 
ernment organization."  "There  should  be  quicker 
promotion  or  discharge."  "For  the  higher  admin- 
istrative officers  there  should  be  salaries  twice  as 
high  as  those  now  given." 

Secretary  Lane  has  named  some  of  the  weak- 
nesses of  governmental  administration,  although 
not  all.  He  could  tell  also  of  the  want  of  coordi- 
nation between  the  Executive  and  the  Legislative 
Departments,  and  the  want  of  continuity  of  poli- 
cies by  reason  of  changes  in  the  personnel  of  the 
Congress  and  of  the  Departments,  but  he  has  said 
enough  to  suggest  the  inherent  weakness  of  gov- 
ernmental management.  The  idea  of  having  the 
government  take  over  the  important  industries  of 
the  country  can  find  lodgment  only  in  minds  of 
people  who  conceive  of  the  industries  as  merely 
repeating  a  routine  of  operations  instead  of  chang- 
ing constantly  under  the  stimulating  influence  of 
vigorous,  ambitious,  progressive  life. 

The  Hon.  Franklin  D.  Roosevelt,  Assistant  Sec- 
retary of  the  Navy,  has  written  a  letter  in  which, 
after  referring  to  certain  defects  in  departmental 
organization,  he  lays  emphasis  upon  the  failure 
to  pay  adequate  salaries  for  demonstrated  ability 
in  the  governmental  service.    He  says: 

"I  do  not  hesitate  to  say  that  I  could  run  the  Navy 
Department  more  efficiently  in  every  way  with  15 
per  cent  fewer  employes  if  I  could  have  authority  to 
take  the  salaries  of  these  employes  and  add  the 
amount,  in  my  discretion,  to  the  pay  of  those  who 
are  experts  in  their  own  line  of  work  and  who  would 
command  far  higher  pay  in  private  employ.  I  have 
in  mind  the  men  who  are  making  good,  but  will  not 
stay  under  present  conditions." 

The  faults  which  these  officials  describe  are 
inherent  in  the  government  service.  It  is  inevitable 
that  the  public  business  will  be  conducted  by  gen- 
eral rules,  with  a  relatively  .small  exercise  of  dis- 
cretion and  personal  judgment,  and  upon  the  gen- 
eral assumption  that  everybody  is  the  equal  in 
ability  and  deserts  of  everybody  else.  Nor  is  that 
situation  likely  to  change,  for  those  are  the  popu- 
lar idtas  of  the  time. 

Inspiring  Discontent. 

This  is  a  period  of  criticism  and  widespread 
discontent.  In  a  changing  and  progressive  society 
there  are  always  conditions  which  may  be  bet- 


tered  and  everybody  should  want  to  move  for- 
ward, but  there  is  also  a  great  amount  of  igno- 
rant and  destructive  fault-finding  which  simply 
creates  distrust  and  confusion.  The  farmers  pros- 
pered generally  during  the  war,  and  most  farm 
products  are  still  bringing  remunerative  prices, 
but  there  have  been  declines  in  recent  months. 
We  have  been  giving  warning  for  the  last  year 
that  these  were  likely  to  come  and  have  con- 
sistently urged  that  as  prices  of  farm  products  de- 
clined the  farmer  would  have  just  claim  to  lower 
prices  upon  the  things  he  had  to  buy. 

Reports  from  the  west  say  that  farmers  have 
been  taking  severe  losses  during  the  past  winter 
upon  cattle  fattened  upon  high-priced  com,  and 
grain  prices  have  declined  also.  This,  of  course, 
IS  regrettable,  but  it  is  not  the  first  time  that  high 
prices  have  broken,  eitiier  in  farm  products  or  in 
other  commodities.  It  is  extraordinary,  however^ 
to  read  comment  like  the  following,  coming  froni 
a  widely  circulated  farm  journal  of  deservedly 
high  standing : 

We  have  no  proof  that  this  (drive  on  farm  prices) 
has  all  been  planned  out  by  certain  master  minds 
pulling  the  strings  in  Chicago,  New  York,  London 
and  Paris,  but  the  circumstantial  evidence  is  pretty 
strong.  A  lot  of  farmers  need  money  by  March  1. 
Grain  has  been  dammed  back  in  the  country  through 
the  difficulty  in  getting  cars  to  move  it.  So  every- 
thing is  prepared  for  a  very  heavy  drop.  When  corn 
was  selling  at  very  high  prices,  it  was  very  difficult 
for  farmers  to  get  cars.  Now  that  the  price  is  go- 
ing down  the  farmer  is  assured  that  he  is  going  to 
have  all  the  cars  he  can  use.  It's  a  great  game.  It 
furnishes  one  more  evidence  of  the  need  of  the  sort 
of  organization  we  have  been  urging  for  two  years 
past.  The  farmer  has  got  to  employ  men  who  un- 
derstand this  big  game  to  work  for  him.  Without 
such  help  he  can  do  nothing  except  draw  into  his 
shell  and  cut  down  production. 

Here  is  a  suggestion  that  cars  were  perhaps 
held  back  when  speculators  were  interested  in 
high  prices  and  supplied  freely  when  they  were 
interested  in  breaking  prices,  and  that  prices  of 
farm  products  have  been  put  down  by  a  "great 
game"  of  manipulation.  This  is  a  charge  that  can 
be  neither  proven  nor  disproven,  and  which  peo- 
ple will  believe  or  disbelieve  according  to  their 
opinion  of  its  inherent  probability.  In  the  central 
markets,  where  there  is  general  familiarity  with 
the  influences  which  make  prices,  it  will  be  treated 
as  too  preposterous  for  comment;  but  in  the 
farming  districts  no  doubt  many  will  be  disposed 
to  accept  the  opinion,  coming  from  a  reputable 
source. 

The  car  supply  has  been  in  the  hands  of  man- 
agers representing  the  govemment,  and  there  is 
not  the  slis^litest  reason  for  impugning  their  in- 
tegrity. Manufacturers,  merchants,  exporters,  in 
fact  all  shippers,  have  been  annoyed  and  embar- 
rassed by  the  deficiencies  of  the  railroad  service, 
in  the  same  manner  as  the  farmers.  There  is  no 
mystery  about  the  state  of  the  railroads;  they 
need  to  have  a  large  amount  of  new  capital  ex- 
j)ended  upon  them,  but  the  owners  of  capital  have 
been  preferring  other  investments. 


It  is  true  that  prices  were  high  at  the  time  when 
fanners  could  not  get  cars ;  the  slow  movement  of 
(lie  crop  would  be  itself  an  influence  for  higher 
prices  in  the  central  markets ;  but  prices  were  still 
higher  last  summer  before  the  new  crop  was  made ; 
thty  have  been  declining  since  July  and  the  falling 
off  in  the  export  demand,  due  to  the  exchange  situ- 
ation, probably  has  been  the  chief  factor  in  the 
whole  downward  movement.  It  is  a  sufficient 
explanation  by  itself. 

Lowering  the  Efficiency  of  Society. 

The  chief  comment,  however,  to  be  made  upon 
such  fault-finding  is  that  it  tends  to  disrupt  the 
social  organization  and  to  lower  its  efficiency,  to 
the  injury  of  all.  The  suggestion  is  thrown  out 
that  unless  conditions  are  made  satisfactory  the 
farmer  can  do  nothing  except  "draw  into  his  shell 
and  cut  down  production."  This  is  the  same  virus 
that  is  constantly  instilled  into  the  wage-eatner,  by 
telling  him  that  increased  production  only  in- 
creases the  employer's  profits,  with  the  result  tliat 
the  farmer  must  pay  more  for  all  that  he  buys. 
There  can  be  no  progress  with  this  spirit  of  sus- 
picion and  antagonism  dominating  every  branch 
of  production,  for  it  is  al\yays  possible  to  put  a 
sinister  interpretation  upon  events.  Society  can 
be  kept  in  a  constant  turmoil  by  this  vague  and  in- 
sidious class  of  criticism.  The  enemies  of  the 
existing  order  proceed  upon  the  theory  that  it  is 
possible  by  this  means  to  create  such  a  general 
state  of  discontent  that  a  revolution  will  result 
That  is  their  "great  game,"  and  it  is  unfortunate 
that  many  people  who  do  not  at  all  sympathize 
with  that  purpose  should  ignorantly  help  them  in 
playing  it. 

Common  Interest  in  Qeneral  Prosperity. 

The  idea  that  the  great  interests  of  the  business 
world  are  engaged  in  a  continuing  consiiiracy  to 
wrong  the  farmer  or  the  laboring  man  is  of  course 
a  complete  misconception.  The  great  manufac- 
turing industries  are  all  interested  in  the  widest 
and  largest  possible  distribution  of  their  products, 
and  this  is  dependent  irpon  the  purchasing  power 
of  the  whole  people.  Traders,  banks,  railways,  and 
every  interest  worth  mentioning  are  interested  in 
general  prosperity.  Moreover,  it  is  a  great  mis-- 
take  to  suppose  that  the  business  interests  of  the 
cities  are  united  upon  common  questions  of  opin- 
ion and  policy.  They  are  divided  and  in  compe- 
tition. Upon  the  League  of  Nations,  and  national 
and  social  questions  generally,  there  are  as  many 
oj)inions  in  Wall  Street  as  there  are  elsewhere. 
Only  very  ignorant  people  arc  guided  in  their 
opinions  by  the  purpose  to  be  against  what  some 
one  else  favors.  As  to  whether  wheat  will  go 
up  or  down  there  is  always  a  division  of  opinion 
and  of  interest  in  the  markets. 

All  Improvements  and  Economies  Welcome. 

It  is  right,  of  course,  for  farmers  to  investigate 
the  markets  and  to  know  every  turn  of  the  road 
between  themselves  and  the  consumer.  The  farmer 


U) 


should  not  regard  himself  as  outside  the  business 
organization  but  as  a  part  of  it;  there  is  as  much 
resf)onsibility  upon  him  to  deal  with  the  social 
problems  as  upon  anybody,  and  he  will  find  an 
honest  desire  to  cooperate  with  him  in  all  branches 
of  business  life.  Everything  that  can  be  done 
which  actually  will  simplify  the  organization  for 
distributing  and  exchanging  the  products  of  in- 
dustry and  effect  economies  between  producer 
and  consumer  is  desirable.  Every  such  saving, 
which  cuts  out  unproductive  effort  or  expense,  is 
a  gain  to  society.  There  is  no  occasion  for  any 
controversy  about  such  efforts.  They  are  wel- 
come; they  justify  themselves,  if  successful,  with- 
out argument.  There  is  no  occasion  for  acrimony 
or  for  political  agitation  in  accomplishing  these 
changes.  No  class  conflict  is  involved  in  them. 
Everybody  in  the  social  organization  must  justify 
his  claims  to  consideration  by  the  services  he  is 
able  to  render. 

Cooperation  to  be  Encouraged. 

It  is  reported  that  one  of  the  organizations  of 
railroarl  employes  has  either  established  factories 
or  contracted  with  factories  for  the  making  of 
clothing,  gloves,  etc.,  for  its  members.  This  is 
an  interesting  experiment,  well  worth  trying. 
There  is  talk  of  cooperative  arrangements  be- 
tween organizations  of  farmers  and  wage-earners, 
and  all  such  experiments  are  worthy  of  study  and 
trial.  There  is  economy  in  organized  buying  be- 
cause it  relieves  the  producer  of  cost  and  expense 
in  marketing  his  products.  It  can  be  made  suc- 
cessful if  people  will  work  together. 

The  business  men  of  the  cities  are  actively  com- 
peting with  each  other,  and  are  constantly  on  the 
look-out  for  new  methods  which  will  enable  them 
to  serve  the  public  more  efficiently  and  economi- 
cally. The  mail  order  houses,  chain  store  systems, 
cooperative  manufacturing  schemes,  etc.,  illustrate 
these  efforts.  They  are  not  all  successful,  nor  are 
all  the  cooperative  enterprises  inaugurated  by 
farmers  and  wage-earners  successful,  but  the  field 
is  open  and  free.  Progress  along  this  way  is  not 
so  exciting  as  by  revolution,  but  it  is  very  much 
more  sure  without  being  anywhere  near  so  risky. 

Responsibility  to  Society. 

The  great  need  of  the  time,  in  the  midst  of  all 
the  agitation,  is  a  larger  sense  of  responsibility  to 
the  whole  social  body  on  the  part  of  every  class 
and  group.  There  is  need  of  clearer  apprecia- 
tion of  the  fact  that  each  individual  and  group  is 
bound  to  seek  its  own  welfare  by  means  which 
also  promote  the  welfare  of  all,  and  not  by  means 
which  are  harmful  to  the  social  body.  This  is  not 
the  time  to  emphasize  group  interests.  There  is 
tfjo  much  class  consciousness  and  exaggeration  of 
class  grievances.  Nobody  makes  much  headway 
by  dwelling  on  his  grievances,  particularly  if  they 
are  imaginary,  which  is  usually  the  case.  It  is 
perfectly  certain  that  if  every  group  and  indi- 
vidual in  the  industrial  organization  would  de- 
termine for  the  next  year  to  give  its  best  efforts 


to  the  single-minded  purpose  of  increasing  pro- 
duction so  far  as  lies  in  its  power,  a  wonderful 
improvement  in  general  conditions  would  ensue, 
and  every  group  and  individual  would  share  in  the 
benefits. 

Live  Stock  Prices  and  Conditions. 

Touching  upon  the  decline  in  the  price  of  meats 
which  has  attended  upon  the  decline  of  exports 
in  the  past  year,  the  "Live  Stock  Report,"  pub- 
lished by  Clay,  Robinson  &  Co.,  a  leading  com- 
mission house  in  the  western  markets,  recently 
had  the  following  to  say: 

That  the  tremendously  increased  demands  for  meats 
during  the  war  stimulated  production,  we,  of  course, 
know.  We  came  to  not  only  rely  upon  this  war-created 
demand,  but  to  look  upon  it  as  a  permanent  matter. 
Then  comes  word  of  contracts  canceled,  of  the  depre- 
ciated value  of  packers'  stocks  abroad  through  declin- 
ing standards  of  exchange,  of  sharply  reduced  shipments 
of  meats  across  the  water.  Then  we  find  we  are  over- 
supplied.  We  blame  the  packer,  because  it  is  the  uni- 
versal habit — v/ithout  analyzing  the  situation.  We  for- 
get the  immutable  law  of  supply  and  demand.  Just 
as  surely  as  supply  exceeds  demand  will  values  recede. 
Il  has  ever  been  so  and  always  will  be.  It  is  what  the 
cattle  feeder  is  up  against  this  winter.  It  is  discourag- 
ing, of  course,  to  further  production ;  it  tends  to  dis- 
content and  an  antagonistic  attitude  to  whatever  condi- 
tions or  individuals  seem  in  the  mind  of  the  loser  blame- 
able.  Yet  it  is  but  part  of  the  process  of  readjust- 
ment. We  have  got  to  learn  to  adapt  ourselves  to 
present  uncertainties—  to  look  ahead  as  far  as  the 
light  will  show,  the  light  of  sane  judgment;  to  base 
our  operations  upon  conservative  foundation — to 
avoid  extravagance,  speculation  and  any  attempt  to 
discount  the  future. 

The  drought  which  prevailed  last  year  over  the 
northern  section  of  the  old  cattle  range  territory, 
including  the  States  of  Wyoming,  Montana  and 
the  western  half  of  the  Dakotas,  was  very  dam- 
aging to  the  live  stock  interests  and  additional 
damage  has  been  done  by  the  severe  winter  just 
closed.  A  competent  authority  estimates  that  one- 
half  of  the  cattle  and  sheep  held  in  this  territory 
were  forced  out  last  summer  and  fall,  some  be- 
ing shipped  out  for  wintering,  but  most  of  them 
sold.  The  severe  storms  of  the  winter  have  caused 
a  loss  of  perhaps  10  per  cent,  of  the  cattle  and 
sheep  remaining  in  these  states,  and  owing  to  the 
scarcity  of  feed  subjected  the  stock  growers  to  a 
very  heavy  burden  of  expense.  The  heavy  snow- 
fall, however,  gives  promise  of  good  grass  condi- 
tions the  coming  summer. 

United  States  Steel  Corporation. 

The  suit  by  the  Attorney  General  to  dissolve 
the  United  States  Steel  Corporation  has  come  fin- 
ally to  an  end,  the  Supreme  Court  by  a  4  to  3 
decision,  two  justices  not  participating,  having  af- 
firmed the  decision  of  the  lower  Court  against 
the  petition.  The  Court  found  by  practical  tests, 
as  the  public  has  long  since  found,  that  the  corpo- 
ration is  not  a  monopoly  in  restraint  or  trade.  It 
is  a  large  factor  in  the  iron  and  steel  business  and 
an  influential  factor,  but  it  is  not  a  controlling 
faclor  in  the  sense  of  being  able  to  fix  prices  at 
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will,  and  in  the  practically  unanimous  opinion  of 
the  trade  its  influence  is  a  wholesome  and  bene- 
ficial one. 

The  history  of  tliis  Corporation  illustrates  a  fact 
which  is  generally  true  of  the  large  business  con- 
cerns, to  wit:  tliat  the  fears  which  they  inspire 
are  not  realized.  The  opposition  to  them  is  usually 
inspired  by  apprehensions  about  what  their  poli- 
cies may  be.  The  charges  seldom  relate  to  in- 
juries that  have  been  suffered,  but  to  injuries  tliat 
it  is  thought  may  be  suffered. 

Experience  shows  that  these  large  corporations 
are  interested  in  stabilizing  industry,  in  building 
up  a  large  and  steady  volume  of  business,  in  pro- 
tecting and  serving  their  patrons  in  the  most  effi- 
cient manner.  The  Steel  Corporation  has  a  con- 
sistent record  of  this  kind.  Its  influence  has  been 
against  wide  price  fluctuations.  At  limes  the  inde- 
pendents, who  in  nearly  every  branch  of  the  in- 
dustry have  fully  one-half  the  producing  capac- 
ity, have  undersold  it  and  at  other  times  tliey  have 
been  well  above  it,  as  they  are  now.  For  the  last 
year  the  Corporation  has  exerted  a  powerful  influ- 
ence to  hold  prices  down. 

The  public  is  interested  in  ecortomical  methods 
in  industry,  for  in  the  long  run  economies  in  pro- 
duction tell  in  the  selling  price  of  the  product. 
Even  though  the  selling  price  remains  the  same, 
the  public  gains  by  economies  which  increase  the 
profits  of  the  producer,  because  those  profits  are 
usually  invested  for  the  enlargement  and  improve- 
ment of  the  industry,  to  the  ultimate  benefit  of  the 
public. 

Development  of  the  Steel  Industry. 
The  steel  industry,  like  nearly  every  other  indus- 
try, has  been  developed  by  means  of  the  profits 
made  in  it,  and  that  development  has  been  enor- 
mously beneficial  to  the  public  in  cheapening  the 
price  and  increasing  the  use  of  steel  in  all  the  in- 
dustries. No  longer  ago  than  1880  the  total  pro- 
duction of  steel  in  the  United  States  for  the  year 
was  only  1,200,000  tons.  In  1910  it  had  risen  to 
26,000,000.  It  had  increased  more  than  twenty 
fold  while  the  population  had  not  doubled.  And 
the  steel-making  capacity  of  the  country  has  nearly 
doubled  since  1910.  If  one  will  consider  the  part 
which  steel  plays  in  production  in  all  lines  he  will 
appreciate  the  significance  of  these  figures. 

Reminiscences  of  a  Veteran. 

Mr.  Joseph  G.  Butler,  Jr.,  of  Youngstown,  Ohio, 
one  of  the  veterans  of  the  iron  and  steel  indus- 
try, has  recently  celebrated  the  fiftieth  anniversary 
of  his  beginning  in  it,  and  in  an  address  before 
the  American  Iron  and  Steel  Institute  he  has  given 
a  very  interesting  sketch  of  the  development  which 
he  has  witnessed.  We  give  below  an  extract  de- 
scriptive of  the  changes  accomplished  in  methods 
of  transporting  iron  ore  from  Lake  Superior  and 
in  the  development  of  the  blast  furnace.   He  says : 

Following  the  development  of  the  Mesaba  Range 
came  astounding  improvements  in  the  mining  and 
transportation  of  ore  which,  together  with  the  tre- 


mendous supply  of  the  Lake  Superior  region,  have 
had  much  to  do  witli  the  phenomenal  growth  of  our 
iron  and  steel  industries. 

When  we  began  to  use  Lake  Superior  ores  the 
ordinary  cargo  of  a  lake  boat  was  500  tons.  It  re- 
quired several  days  to  load  and  unload  this  cargo  at 
every  point  where  it  had  to  be  handled — four  in  all. 
The  ore  cars  then  in  use  carried  only  ten  tons. 
When  their  capacity  was  increased  to  twenty-five 
tons  and  boats  were  built  that  would  carry  1,000 
tons,  we  thought  our  problems  were  solved.  Now 
we  have  vessels  loading  as  high  as  12,000  tons  at 
the  upper  ports  in  one  or  two  hours  with  one  or 
two  men  on  the  dock,  and  unloading  their  cargo 
directly  into  fifty-ton  cars  in  about  the  same  time, 
with  practically  no  manual  labor. 

In  the  old  days  men  with  shovels  loaded  the  ore 
at  the  mines  into  small  cars,  from  which  it  was 
transferred  to  railroad  cars.  They  handled  it  again 
the  same  way  four  times  before  it  reached  the  fur- 
nace, for  even  the  hopper  car  had  not  then  been 
invented.  Aside  from  being  the  most  laborious  task 
to  which  a  human  back  was  ever  bent,  this  was 
extremely  costly  and  slow  beyond  your  belief.  Now 
we  handle  this  vast  tonnage  entirely  by  machinery. 
Steam  shovels  mine  the  ore;  it  flows  by  gravity  into 
great  vessels;  huge  unloaders  transfer  it  to  railroad 
cars,  and  car  dumpers  empty  it  under  ore  bridges — 
all  the  work  being  done  by  power  and  at  a  speed 
little  short  of  miraculous.  These  things  were  all 
unknown  a  half  century  ago.  They  are  the  product 
of  the  tireless  brains  and  the  unflagging  energy  of 
the  men  who  have  built  our  industries  to  their 
present  colossal  proportions. 

The  improvements  in  blast  furnace  construction 
and  practice  referred  to  in  previous  paragraphs  had 
much  of  their  inspiration  from  these  changes  in  the 
method  of  handling  ores.  With  them  came  changes 
in  size,  lines  and  equipment.  These  changes  were 
most  marked  during  the  period  between  1860  and 
1890.  In  1850  there  were  few  furnaces  in  the  country 
that  could  produce  150  tons  of  iron  in  a  week,  and 
the  average  did  not  reach  that  figure  until  about 
1865.  In  1890  a  furnace  at  the  Edgar  Thomson 
Works  built  under  the  design  of  Julian  Kennedy  and 
operated  under  the  direction  of  Captain  Bill  Jones 
startled  the  world  by  yielding  502  tons  of  iron  in  one 
day  and  2,462  tons  m  one  week.  That  was  then  be- 
lieved to  be  the  limit  of  production,  but  it  is  now 
quite  usual  for  stacks  to  exceed  this  figure,  and  there 
are  a  few  producing  600  tons  per  day. 

In  1860  the  total  output  of  pig  iron  in  the  United 
States  was  821,223  tons.  In  1890  it  had  risen  to 
9,202,703  tons.  During  1916  there  were  made  in 
America  39,434,797  tons  of  furnace  iron  of  all  grades. 

This  tells  the  story  of  the  elimination  of  a  vast 
amount  of  the  hardest  kind  of  manual  labor,  that 
of  shoveling  ore  and  of  even  moving  it  by  the  old 
wheelbarrow,  by  devoting  profits  to  the  construc- 
tion of  machinery.  The  additional  profits  thus  ob- 
tained went  into  more  machinery,  but  at  every 
step  there  was  a  reduction  of  costs  and  prices, 
which  brought  iron  and  steel  into  larger  use  in  the 
industries,  while  the  wages  of  labor  in  the  indus- 
try were  steadily  advancing.  Mr.  Stuyvesant  Fish, 
formerly  President  of  the  Illinois  Central  Rail- 
road Company,  stated  recently  in  a  public  letter 
that  the  first  purchase  of  steel  rails  of  which  he 
had  knowledge  cost  $230  per  ton.  Prior  to  the 
outbreak  of  the  late  war  the  price  was  $28.50 
per  ton. 

The  great  car  dumpers  of  which  Mr.  Butler 
tells  will  lift  a  car  containing  110  tons  of  coal. 
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dump  the  load,  and  repeat  the  process  at  the  rate 
of  thirty  cars  per  hour,  with  no  manual  labor 
beyond  pressing  a  button. 

Stock  Dividends. 


The  Supreme  Court  has  held  that  stock  divi- 
dends are  not  taxable  as  income  to  the  recip- 
ients. The  decision  is  criticised  in  some  quar- 
ters, but  to  the  business  man's  practical  view 
seems  to  be  entirely  sound. 

The  fact  is  that  our  system  of  income  taxes 
discriminates  against  corporate  organization, 
as  a  corporation  pays  upon  its  earnings  and 
the  share-holders  must  pay  again  upon  receiv- 
ing the  same  earnings  into  their  possession. 
An  individual  proprietor  doing  the  same  busi- 
ness and  making  the  same  net  earnings  would 
pay  but  once.  This  is  the  case  because  the 
law  treats  the  corporation  as  an  independent 
entity,  with  an  income  distinct  from  the  in- 
comes of  its  share-holders.  The  share-holders  are 
taxable  upon  any  income  that  is  transferred 
to  them  from  the  earnings  of  the  corporation, 
but  the  Court  says  that  a  stock  dividend  trans- 
fers nothing.  It  only  gives  a  claim  upon  any 
values  that  the  corporation  may  distribute  in 
the  future.  The  stock  dividend  of  itself  neither 
creates  nor  distributes  values.  It  is  merely  a 
new  division  of  the  certificates  of  ownership 
in  the  corporation.  When  dividends  are  de- 
clared the  new  certificates  will  receive  their 
share  and  this  income  is  taxable. 

Stock  dividends  are  usually  resorted  to 
when  it  is  desired  to  retain  a  portion  of  the, 
earnings  in  the  business  for  its  enlargement. 
These  earnings  have  been  taxed  to  the  corpo- 
ration, but  the  Court  holds  that  they  should 
not  be  taxed  to  the  individual  share-holder 
because  they  have  not  been  transferred  to 
him.  He  has,  indeed,  a  proportionate  interest 
in  them,  whether  new  stock  is  issued  against 
that  interest  or  not. 

In  short,  it  is  only  as  values  pass  from  the 
corporation  to  the  share-holder  that  the  latter 
is  taxable  upon  them.  In  case  the  share-holder 
sells  his  shares  and  realizes  a  profit  the  latter 
is  taxable. 

Proposed  Taxation  in  France. 

We  cannot  but  admire  the  spirit  and  resolution 
with  which  the  new  government  in  France  is  at- 
tacking the  great  network  of  internal  and  external 
problems  which  are  a  legacy  of  the  war.  Among 
the  questions  of  domestic  policy,  the  most  im- 
portant is  what  is  known  in  European  countries 
as  balancing  the  budget,  that  is,  making  receipts 
equal  to  outlay.  Monsieur  Millarand,  in  forming 
his  recent  Cabinet,  proclaimed  his  intention  of 
surrounding  himself  w^ith  men  of  high  technical 
competance,  and  for  the  first  time  in  many  years 
the  portfolio  of  Finance  Minister  is  in  the  hands 
of  a  practical  banker.    Monsieur  Francois-Marsal 


is  confronted  with  the  task  of  raising  $1,300,000,- 
000  of  additional  taxation  for  the  current  year. 
It  is  apparent  that  he  appreciates  in  a  high  degree 
the  dangers  of  discouraging  the  investment  of  new 
capital  by  excessive  and  vexatious  forms  of  tax- 
ation and  that  he  has  sought  to  spread  the  burden 
as  widely  as  possible  over  the  entire  economic  life 
of  the  nation. 

At  the  present  time,  in  addition  to  the  income 
tax  in  France,  special  taxes  are  levied  on  adver- 
tisements, automobiles,  stock  exchange  operations, 
real  estate  transactions,  wines  and  spirits,  elec- 
tricity, gas,  mineral  waters,  playing-cards,  etc. 
Monsieur  Francois-Marsal  does  not  propose  to 
abate  or  modify  these  taxes  but  to  provide  sup- 
plementary imposts  which  will  be  sufficient  to 
balance  the  budget. 

The  Frenchman,  even  more  than  the  English- 
man or  the  American,  is  opposed  to  forms  of  tax- 
ation which  oblige  him  to  state  all  the  sources  of 
his  income  and  to  reveal  to  the  Treasury  agents 
his  comm.ercial  and  financial  relationships.  He  is 
also  hostile  to  all  kinds  of  retroactive  taxation. 
The  present  Finance  Minister  has  shown  a  com- 
mendable tact  and  understanding  of  the  French 
nature  in  taking  into  account  in  his  new  proposals 
these  susceptibilities  of  his  countrymen.  There- 
fore, he  desires  to  abolish  the  provision  requiring 
the  employer  of  labor  to  furnish  information 
about  the  salary  of  his  employes ;  to  suppress  sur- 
taxes on  war  profits,  etc.  Apropos  of  retroactive 
taxation  he  said : 

Relyinpr  on  existing  legislation  many  of  our  com- 
panies have  paid  dividends  to  their  stockholders  dur- 
ing the  past  few  years,  and  if  these  retroactive 
propositions  should  be  incorporated  in  the  law,  their 
stockholders  would  be  taxed  on  these  dividends. 
Now  it  seems  to  me  that  to  levy  and  collect  these 
taxes  oflfers  insurmountable  difficulties.  First  of  all. 
the  personnel  would  have  to  be  largely  increased 
and  would  necessarily  be  recruited  from  inexperi- 
enced persons  who  could  not  perform  the  highly 
technical  work  of  classifying  and  verifying  the 
countless  declarations  which  would  come  in.  At 
the  same  time,  unless  it  is  possible  to  verify  abso- 
lutely the  declaration  which  the  tax-payer  would 
make  concerning  all  increases  in  his  fortune,  includ- 
ing extraordinary  war  profits,  it  would  be  a  great 
mistake  to  attempt  to  collect  such  taxes,  for  there 
would  be  a  great  opportunity  for  fraud  and  the  fisc, 
without  gaining  its  point,  woud  simply  harass  the 
taxpayer. 

Taxes  on  Sales  and  Luxuries. 

In  order  to  avoid  all  vexatious  modes  of  im- 
position, and  at  the  same  time  to  create  a  tax 
whose  incidence  would  be  practically  universal  and 
would  be  everywhere  recognized  as  just,  Monsieur 
Francois-Marsal  would  levy  a  tax  of  1 J4  per  cent 
on  all  commercial  transactions,  whether  whole- 
sale or  retail,  with  the  exception  of  taxes  on  bread, 
and  of  certain  categories  of  business  which  are 
already  amenable  to  special  taxes,  such  as  the 
tickets  and  rates  of  public  carriers,  stock  exchange 
operations,  etc. 
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Wliere  commercial  transactions  or  purchases 
fall  within  the  category  of  luxuries  or  of  certain 
kinds  of  business  where  the  transaction  is  a  serv- 
ice rather  than  a  sale  of  merchandise,  the  tax  in- 
stead of  1^  per  cent  will  be  10  per  cent.  This 
would  include  retail  sales  of  merchandise  and  all 
commodities  which  have  been  already  classified 
by  law  as  articles  of  luxury,  to  include  all  food 
and  drink  bought  or  consumed  in  places  which 
are  considered  as  establishments  dealing  in  ar- 
ticles of  luxury.  The  10  per  cent  tax  also  ap- 
plies to  all  kinds  of  brokerage  and  commission 
business. 

This  mode  of  taxation  is  being  received  with 
favor  by  the  business  leaders  of  France  and  in 
fact  has  been  approved  by  the  Chambers  of  Com- 
merce, generally  throughout  the  country.  It  is 
believed  that  this  form  of  taxation  will  not  only 
raise  the  large  sum  needed  to  balance  govern- 
mental income  and  expenditure  but  is  the  most 
just  form  of  taxation  and  the  most  democratic 
which  can  be  devised  to  meet  existing  needs.  Here 
in  the  United  States  we  are  confronted  with  very 
grave  problems  arising  from  inequalities  of  tax- 
ation which  often  retard  the  investment  of  cai)ital 
in  productive  enterprises,  and  we  shall  watch  with 
great  interest  the  application  in  France  of  these, 
new  forms  of  taxation. 

France  Looks  to  America. 

Wliile  we  seek  to  profit  by  the  example  of 
common  sense  and  ingenuity  which  France  is 
about  to  give  in  the  matter  of  taxation,  France  is 
turning  to  us  for  aid  of  the  most  practical  sort. 
Apropos  of  the  memorandum  recently  prepared 
by  the  economic  section  of  the  Supreme  Council, 
the  Temps  reniarks; 

No  matter  how  you  look  at  the  question,  American 
collaboration  is  absolutely  necessary.  We  should  de- 
velop our  exports,  and  while  waiting  until  our  economic 
situation  permits  us  to  do  this  we  require  every  form 
of  credit,  commercial  and  banking,  and  above  all  we 
need  to  borrow  heavily  abroad.  This  is  the  only  true 
remedy.  As  we  have  said,  time  and  again,  in  the  huge 
credit  operations  demanded,  the  aid  of  the  United 
States  is  not  only  desirable  but  imperative,  and  if  we 
fail  to  understand  it.  we  shall  suffer  the  consequences. 
Apparently,  in  some  of  the  conversations  which  recently 
took  place  in  London,  this  aspect  of  the  question  was 
not  fully  realised  and  we  were  rather  surprised  to  note 
that  the  memorandum  which  was  sent  to  the  Supreme 
Council  made  no  mention  of  America  in  this  respect. 
Could  it  be  that  the  Allied  governments,  feeling  that 
perhaps  America  has  become  indifferent  to  European 
problems,  will  try  to  rehabilitate  Europe  without  the 
help  of  the  United  States?  France,  particularly,  would 
suffer  from  any  attempt  to  solve  her  problems  which 
would  leave  America  out  of  the  reckoning. 

Attempts  by  various  governments  to  handle  the 
exchange  situation  by  novel  expedients  will  only  suc- 
ceed in  delaying  the  rehabilitation  of  Europe.  The 
only  remedy  is  by  resort  to  credit. 

In  view  of  the  immense  losses  sustained  by 
France  in  men,  in  material  of  every  kind,  and  the 
immense  economic  waste  caused  by  the  long  period 
of  war,  the  rapidity  of  her  recovery  is  astonish- 
ing. 


It  should  not  be  forgotten  that  the  disturbance 
in  French  exchange  is  not  merely  a  French  prob- 
lem. It  is  also  an  American  problem,  effecting 
vitally  our  export  commerce  and  our  whole  in- 
dustrial life.  As  Monsieur  Millerand  remarked 
recently : 

The  question  of  raising  the  value  of  the  franc  ap- 
pears to  be  imperfectly  understood  by  the  Ameri- 
can people.  We  ask  nothing  better  than  increased 
exports.  We  must  first,  however,  manufacture,  and 
we  cannot  make  things  for  foreign  consumption  un- 
til our  factories  are  in  order.  Do  our  American 
friends  realize  that  part  of  our  territory  is  still 
unproductive,  and  that  it  will  take  some  years  to 
re-establish  our  industries  in  their  former  flourish- 
ing condition? 

Bond  Market. 

The  breaking  up  of  winter  found  its  reflection 
in  the  bond  market  during  the  month  of  March. 
As  the  weeks  progressed  bonds  became  firmer 
and  the  investment  demand  showed  signs  of 
stimulation.  Throughout  the  montli  sterling 
exchange  advanced  and  prices  on  the  New  York 
Stock  Exchange  steadily  improved  with  several 
specialties,  notably  the  motor.s,  registering  sub.stan- 
tial  advances.  These  influences  have  undoubtedly 
been  reflected  in  tlie  bond  market. 

Liquidation  of  foreign  government  loans  from 
abroad  continued  with  firmer  prices,  particularly 
in  the  Japanese  issues.  Anglo  French  5s  steadily 
advanced  until  a  price  of  98  1/16  was  reached  as 
compared  with  a  low  price  of  93J^  on  Feb- 
ruary 10. 

The  Supreme  Court  decision  which  forces  the 
Interstate  Commerce  Commission  to  fix  railroad 
valuations  on  the  basis  of  the  present  values  in- 
stead of  original  costs  stimulated  the  general  mar- 
ket and  following  this  decision  the  general  list 
moved  forward,  with  second  grade  rails  showing 
substantial  gains.  The  average  of  ten  second  grade 
rails  listed  on  the  Exchange  registered  an  advance 
of  over  J^%  compared  with  last  month.  Indus- 
trials, while  less  active  than  other  classes  during 
the  month,  were  firm  with  advancing  quotations  in 
some  of  tlie  newer  issues.  General  Electric  6s  of 
1940,  which  were  offered  last  month  at  94^-2  sold 
up  to  par. 

The  general  improvement  in  conditions  through- 
out tiie  month  stimulated  new  offerings  in  sub- 
stantial volume  and  the  amounts  increased  until 
March  24,  when  four  new  issues  totaling  $57,200,- 
000  were  released.  These  included  $25,000,000 
Western  Electric  7%  Bonds,  $15,000,000  Anglo 
American  Oil  7><%  Notes,  $12,000,000  Canadian 
Pacific  6%  Equipments  and  $5,200,000  Virginian 
Railway  6%  Equipments,  all  of  which  were  well 
absorbed. 

The  combined  average  of  40  active  corporate 
issues  reported  by  the  Wall  Street  Journal  on 
March  27  was  77.68,  compared  with  77.66  for 
February  26  and  85.11  for  March  27,  1919.  The 
issues  used  in  this  comparison  do  not  reflect  the 
constructive  change  which  has  been  evidenced  in 
the  bond  market  during  March. 
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Qovemment  and  Municipal  Issues. 

The  Liberty  Loan  market  ran  counter  to  the 
general  market  for  practically  the  entire  month  in 
all  issues  except  the  3J/2S.  From  their  low  price 
of  94,  these  bonds  continued  to  advance  until  a 
price  of  97.70  was  reached  toward  the  end  of  the 
month.  The  Second  and  Fourth  4j4s  were  weak, 
the  former  selling  at  a  new  low  price  of  89.10. 
Municipal  bonds  shared  the  general  weakness  of 
the  Liberty  issues  and  were  fairly  inactive  during 
the  first  two  weeks  of  the  month.  Later,  how- 
ever, in  the  absence  of  the  usual  amount  of  new 
offerings,  prices  advanced  and  dealers  reported  a 
good  demand  for  issues  yielding  in  the  neighbor- 
hood of  4J^%  to  5%.  The  decline  in  municipal 
prices  has  undoubtedy  limited  the  amount  of  of- 
ferings, for  certain  municipalities  are  restricted  as 
to  the  amounts  which  they  may  pay  for  their  mu- 
nicipal borrowings. 

Following  the  action  of  the  Boston  Stock  Ex- 
change a  number  of  the  larger  dealers  in  New 
York  have  agreed  on  the  following  rates  of  com- 
mission on  Liberty  transactions: 

$125  on  $1,000  denominations  equal  to  l/8of  1% 

1.00  on       500  "  "  "    20 

.75  on       100  "  "  "  3/4  of  1% 

.50  on        50  "  "  "    V/o 

Tliere  was  a  good  demand  for  L^nited  States 
Government  Bonds  for  circulation ;  the  2s  of  1930 
sold  as  high  as  101  and  the  4s  of  1925  at  106^. 
An  issue  of  $1,000,000  Porto  Rica  Public  Im- 
provement 4>2S  was  sold  on  a  4.70%  basis. 

An  indication  of  municipal  prices  for  the  month 
is  found  in  the  following  sales :  ^ 

$3,000,000  State  of  Maine  5%  Serial  Bonds,  to  yield 
from  4.80%  to  S'^i^. 
1,800,000  Dayonne.    New    Jersey,    S>^%    Bonds    on    a 
5.107o  basis. 
416,000  Plainficlfl,   New   Jersey,  5%    Bonds   on  a 

4.807o  basis. 
528,000  Franklin  County,  Ohio,  5yi%  Bonds  on  a 
*         5.10%  basis. 

The  City  of  Cleveland  ofltered  $2,750,000  5% 
Serial  Bonds  but  received  no  bids. 

Canadian  issues  have  been  increasing  in  popu- 
larity. During  the  month  $5,000,000  Province  of 
Ontario  5j^%  Bonds,  $2,850,000  Province  of 
Manitoba  6%  Bonds  and  $7,000,000  Province  of 
Quebec  6%  Bonds  were  offered  and  promptly 
sold  on  a  7%  basis.  This  is  the  first  offering  of 
Prov-rilce  of  Quebec  bonds  in  the  American  mar- 
ket for  some  time  past.  An  issue  of  $2,400,000 
City  of  Quebec  6%  Bonds  was  offered  at  par  in 
Canada. 

Railroad  and  Corporate  Issues. 

Industrial  and  equipment  issues  have  found 
particular  favor  among  the  new  offerings  of  the 
month.    The  largest  industrials  being: 

$35,000,000  Texas  Company  Three  Year  77o  Notes 
were  subscribed  in  one  day  on  a  7>i% 
basts. 


25,000,000  Western  Electric  Five  Year  7%  Bonds 
were   subscribed   in   one   day  on   a  7^% 

15,000,000  Anglo  American  Oil  Five  Year  7'A% 
Notes  were  greatly  oversubscribed  at  par 
and  interest. 

Among  the  equipment  issues  were: 

5,200,000  Virginian  Railway  6%  Serial  Equipments 

on  a  7%  basis  and 
12,000,000  Canadian     Pacific     Railway     6%     Serial 
Equipments  to  yield  6%%  and  6}^%. 

The  Canadian  Northern  Railwav  also  sold  $12,- 
000,000  Sy^fc  Notes  maturing  in  1922  and  1924 
to  )-ield  about  7%. 

Public  Utilities  as  a  class  were  steady,  with  a 
good  undertone.  Local  traction  bonds  were  active 
and  strong,  Interboro  Rapid  Transit  7%  Notes 
advancing  8  points  to  74^^  while  the  Refunding 
5%  Bonds  advanced  4^4  points  to  57]^.  Dealers 
specializing  in  public  utility  issues  reported  a 
wider  interest  among  buyers  at  present  low  levels, 
with  the  result  that  the  close  of  the  month  showed 
advances  of  from  2  to  5  points  in  issues  which 
had  heretofore  been  extremely  inactive.  Some  of 
the  larger  new  offerings  include: 

$5,500,000  Detroit  Edison  7%  Bonds  to  vield  7%. 
3,500,000  Oklahoma    Gas    &    Electric   7%    Notes   to 

yield  7J4%. 
3,000,000  Brooklvn  Edison  6%  Bonds  to  yield  7%. 
2,400,000  Cincinnati    Gas    &    Electric   6'/o    Notes   to 

yield  7%. 
2,000,000  Dayton  Power  &  Light  7%  Notes  to  yield 

2,000,000  Denver  Gas  &  Electric  7%  Notes  to  yield 

87o. 
2,500,000  Georgia   Railway   &   Power  7%  Notes   to 

yield  7.45%. 

Dealers  who  have  handled  these  issues  reported 
excellent  distribution. 


Discount  Rates   Approved   by  Federal  Reserve  Board 
up  to  March  29,  1920. 
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Note^Rate  on  paper  secured  by  War  Finance 
Corporation  bonds  1  per  cent,  higher  than  the  rate 
on  commercial  paper. 
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General  Business  Conditions. 

BUSINESS  has  had  hard  conditions 
to  contend  with  during  the  last 
month,  the  volunteer  railroad  strike, 
unauthorized  by  the  regular  brother- 
hoods, being  the  most  serious  fac- 
tor. The  congestion  on  the  roads  was  very 
bad  before,  and  this  was  the  finishing  touch 
of  demoralization.  Coal  supplies  were  short, 
many  industries  were  forced  to  close  down 
and  in  the  aggregate  vast  losses  were  inflicted 
upon  the  public,  the  larger  part  of  which  falls 
upon  the  people  who  work  for  wages.  Every 
such  interruption  of  industry  is  most  harm- 
ful to  those  whose  earnings  afford  only  a  small 
margin  above  the  actual  necessaries  of  life, 
and,  while  always  to  be  regretted,  probably  is 
a  necessary  part  of  the  public  education  in  the 
economics  of  practical  affairs.  It  is  evident 
that  a  gross  offense  against  the  public  is  com- 
mitted when  a  body  of  men  employed  upon 
such  a  vital  industry  as  the  railroads  suddenly 
quits  work  by  agreement.  It  is  not  a  conflict 
between  labor  and  capital,  but  a  violation  of 
trust  in  which  the  public  is  the  injured  party. 

Reaction  in  Japan. 

Much  has  been  made  of  a  critical  situation 
which  has  developed  in  Japan,  as  possibly  in- 
dicating the  beginning  of  an  industrial  reac- 
tion which  might  extend  from  country  to 
country,  bringing  on  a  general  fall  of  prices 
and  perhaps  financial  disaster,  as  in  the  crises 
which  in  the  past  have  followed  upon  war  and 
periods  of  inflation. 

It  has  been  known  for  some  time  that 
credit  was  over-extended  in  Japan,  and  that 
speculation  in  stocks  and  new  industrial  en- 
terprises was  a  considerable  factor  in  the  situ- 
ation. The  leading  bankers  of  Japan  com- 
mented freely  upon  the  situation  at  the  an- 
nual bank  meetings  about  the  beginning  of  the 
new  year,  and  have  been  trying  to  control  it. 
There  is  no  evidence  yet  that  the  situation  has 
gotten  seriously  out  of  hand.  It  is  said  that 
the  fall  of  prices  on  the  stock  exchange  has 
been  very  great,  causing  a  temporary  closing 
of  exchanges,  which  have  since  reopened,  but 
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only  two  banks  have  been  reported  as  closed, 
one  of  which  would  receive  assistance  to  re- 
open. This  is  not  much  like  the  panic  of  1873 
in  the  United  States  or  even  that  of  1893. 

United  States  Not  Involved. 

The  situation  in  the  United  States  is  not  so 
related  to  the  situation  in  Japan  as  to  be  di- 
rectly affected  to  an  important  degree.  The 
price  of  raw  silk  has  fallen  about  one-third, 
but  this  has  been  going  on  over  several 
months,  and  although  the  stocks  of  silk  in 
this  country  are  considerable  they  are  said 
not  to  amount  to  more  than  three  months' 
consumption.  No  important  disturbance  in  the 
silk  trade  is  reported  here. 

So  far  as  the  stock  market  conditions  are 
concerned,  the  situation  here  is  not  similar  to 
that  said  to  have  existed  in  Japan.  Although 
there  have  been  new  flotations  and  speculative 
advances  in  some  stocks  in  months  past,  a 
substantial  reaction  has  occurred  in  most  of 
them,  and  the  general  level  of  listed  stocks  is 
very  low  as  compared  with  any  time  in  the 
past.  The  whole  railroad  list  is  in  marked 
contrast  with  what  it  was  in  1907,  and  gen- 
erally speaking  the  listed  industrials  are  also 
low  when  consideration  is  given  to  the  new 
values  which  have  been  put  into  the  proper- 
ties in  recent  years.  The  amount  of  loans  upon 
listed  stocks,  taking  account  of  the  total  vol- 
ume of  stocks  now  listed,  the  property  values 
behind  them  or  the  proportion  of  such  loans  to 
other  bank  loans,  is  low  as  compared  with  1907 
or  other  periods  when  stock  speculation  has 
reached  a  climax. 

Trade  Conditions  Generally  Sound. 

There  is  no  evidence  that  stocks  of  goods 
are  excessive  in  this  country.  Reports  com- 
monly are  that  dealers  have  difficulty  in  get- 
ting goods  fast  enough  to  take  care  of  their 
trade.  It  is  true  that  the  pressure  for  credit 
indicates  that  inventories  are  high,  but  this 
seems  to  refer  to  raw  materials  rather  than  to 
goods  ready  for  the  consumer's  market,  and 
this  condition  results  largely  from  the  delays 
and  uncertainties  of  transportation.    Manufac- 


turers  find  it  necessary  to  carry  larger  stocks 
to  be  sure  of  having  enough  to  keep  their 
establishments  running  in  all  departments. 
Large  stocks  at  the  present  level  of  prices  are 
undoubtedly  an  element  of  danger,  but  the 
manufacturing  industries  of  this  country  are 
generally  in  a  stronger  position  as  regards  the 
relation  of  assets  to  liabilities  than  they  have 
been  in  the  past. 

Conditions  the  world  over  are  not  such  as  to 
suggest  a  state  of  over-production  in  any  of 
the  essential  industries  in  the  near  future.  The 
conspicuous  feature  of  the  situation  is  the 
great  backed-up  demand  for  construction 
work,  and  there  is  no  record  of  panic  and  in- 
dustrial depression  in  the  face  of  such  a  pros- 
pect. The  needs  for  houses,  for  railroad 
equipment  and  for  construction  work  of  many 
kinds  in  our  own  country,  not  to  speak  of  the 
needs  of  other  countries,  are  imperative. 

Problems  and  Perils. 

There  are  problems  and  perils  more  serious 
even  than  those  involved  in  a  business  reac- 
tion. The  state  of  the  public  mind  toward 
the  present  industrial  organization,  the  pre- 
vailing unrest  in  industry,  the  shortage  of 
capital  for  making  needed  improvements  in 
industry  and  transportation,  the  detachment  of 
wages  and  prices  from  the  gold  standard  and 
the  growing  confusion  resulting  therefrom, 
are  all  matters  to  give  serious  concern.  The 
modern  industrial  organization  is  a  very  com- 
plicated one.  It  must  be  so  in  order  to  supply 
the  wants  of  the  present  population  at  the 
present  standard  of  living.  The  fact  is  that 
the  necessary  organization  is  so  complicated 
that  few  people  comprehend  it,  or  understand 
the  economic  laws  which  govern  it.  Hence 
there  is  endless  interference  with  its  normal 
workings,  to  the  injury  of  all.  An  application 
of  the  fundamental  principles  upon  which  so- 
ciety has  made  all  its  progress  in  the  past, 
practicing  industry  and  thrift,  would  rapidly 
improve  conditions.  There  is  nothing  in  the 
financial  or  industrial  situation  which  would 
not  be  quickly  remedied  by  increased  produc- 
tion, but  society  will  not  make  a  success  of 
trying  to  divide  more  than  it  produces  or  gain 
anything  by  breaking  down  the  industrial  or- 
ganization. The  latter  is  subject  to  change, 
but  nobody  will  be  better  off  for  changes 
which  reduce  production. 

Wage  and  Price  Advances. 

The  cost-of-living  situation  is  not  encourag- 
ing. The  backward  spring  has  delayed  the 
coming  of  fresh  food  supplies  and  exhausted 
storage  supplies,  causing  advances  which  with 
normal  conditions  might  not  have  occurred. 
The  tie-up  of  transportation  has  had  a  similar 
influence,  and  the  tendency  of  prices  has  stimu- 


lated the  demands  for  wage  increases.  More- 
over, the  general  unsettlement  of  wages  and 
prices  has  reached  the  point  where  it  is  no 
longer  related  in  the  public  mind  to  the  war, 
or  considered  as  something  temporary.  The 
war  was  ended  a  year  and  a  half  ago;  there 
was  some  expectation  then  of  a  fall  of  prices, 
but  it  has  not  been  realized.  All  of  the  old 
standards  and  relationships  are  lost,  and  a 
habit  of  getting  what  you  can  has  been  de- 
veloped. Wages  in  some  lines  have  not  kept 
pace  with  the  cost  of  living,  but  in  other  lines 
have  more  than  done  so,  and  workers  in  the 
latter  industries  are  as  eager  for  more  as 
those  in  the  former.  Those  who  received  the 
early  advances  lose  the  value  of  them  as  other 
advances  are  made,  and  now  seek  to  recover 
the  gains  they  have  lost.  So  wages  are  jacked 
up  first  in  one  quarter  and  then  in  another, 
each    successful    demand    suggesting    others. 

The  bituminous  coal  miners  have  had  a  raise 
and  anthracite  miners  are  after  one.  The  rail- 
road employes  are  asking  for  60  per  cent  ad- 
vance, and  there  are  rumors  of  more  demands 
in  the  textile  industries.  In  England  the  em- 
ployes in  textiles  at  Lancashire  are  out  for  60 
per  cent  increase.  The  rise  of  wages  increases 
the  purchasing  power  of  the  recipients  and 
this  increases  the  demand  for  goods,  driving 
up  prices  so  that  apparently  the  situation  is  as 
far  from  being  stabilized  as  ever.  Groups 
which  have  suffered  unfairly  heretofore  like 
school-teachers  and  other  public  employes,  are 
having  their  claims  recognized,  at  least  to 
some  extent,  which  will  increase  taxation  and 
have  effects  yet  to  be  confronted.  Each  new 
development  imposes  further  burdens  some- 
where and  stimulates  further  demands.  There 
is  little  recognition  that  these  troubles  have  their 
root  in  the  loss  of  capital  caused  by  the  war,  re- 
sulting in  low  production  as  compared  with  the 
wants  of  the  population,  and  that  a  remedy  must 
be  applied  here. 

The  Commissioner  of  Labor  Statistics, 
Washington,  D.  C,  in  a  recent  statement  goes 
to  the  heart  of  the  situation  when  he  says : 

The  profiteer  l8  helnit  blamert  on  all  hands  for  the  In- 
crease In  prices.  Undoubtedly,  profiteering  of  a  most  rep- 
rehensible sort  has  existed  and  does  exist  to-d.iy,  bnt  the 
profiteer  Is  n  result  of  ever-lncreaslnB  prices  rather  than  n 
canse  thereof.  Ills  Influence  In  boosting  prices  is  neRllelble. 
If  all  the  profiteers  In  the  world  could  be  apprehended  and 
thrown  Into  J.iil  or  lined  up  and  shot  it  would  have  no 
apprecinl)le   influence   upon    prices. 

It  has  been  suBcested  that  the  abnormally  high  prices 
are  psychological  In  origin  and  that  prices  will  fall  Just  as 
soon  as  the  people  can  be  made  to  think  falling  prices. 
Of  course,  psychology  Is  Involved  In  every  price,  hut  the 
larger  quantities  of  currency  and  the  smaller  amounts  of 
commodities  are  physical  facts  that  no  psychic  legerde- 
main can  overcome. 

Trade  and  Industry. 

The  steel  industry  had  the  biggest  month 
in  its  history  in  March,  the  enlarged  capacity 
upon  which  construction  was  begun  during  the 
war  being  now  largely  completed.  It  is  calcu- 
lated that  steel-making  capacity  is  now  above 


50,000,000  tons  per  annum.  The  railroad  strike 
has  cost  the  industry  the  equivalent  of  about 
one  week's  full  production.  The  mills  are  sold 
up  for  the  greater  part  of  the  year.  The 
United  States  Steel  Corporation  holds  to  its 
policy  of  maintaining  the  figures  of  a  year  ago, 
but  the  independents  have  followed  the  mar- 
ket more  or  less  closely,  as  a  rule  the  smaller 
producers  avoiding  advance  commitments  and 
getting  the  benefit  of  higher  prices  for  prompt 
deliveries. 

The  textile  industries  are  under  continued 
pressure  for  goods,  prices  showing  little 
change  except  in  silk  goods,  for  which  the  raw 
material  is  lower.  The  silk  mills  are  sold  well 
ahead  and  are  declining  to  accept  cancella- 
tions. Sales  of  the  domestic  crop  of  wool  are 
beginning  to  be  reported  at  prices  10  to  15 
cents  per  pound  above  those  of  last  year.  Low 
grades  of  wool,  of  which  there  are  large  stocks, 
remain  neglected,  at  comparatively  low  prices. 
Manufacturers  are  perplexed  to  know  how  to 
utilize  them,  as  efforts  to  work  them  into  sale- 
able goods  have  so  far  resulted  in  losses.  The 
public  wants  high  grade  clothing. 

Increased  Employment. 

Reports  collected  by  the  Bureau  of  Labor 
Statistics  at  Washington  make  a  remarkable 
showing  of  increased  employment  in  many 
industries  over  a  year  ago.  All  industries  in- 
cluded in  the  inquiry  report  an  increased  num- 
ber of  employes  in  March,  1920,  over  March, 
1919,  and  following  are  the  figures  for  some 
of  the  larger  ones: 

Number  on  pay  roll 

Estab.  March,  March, 

Industry         reporting.    1919.  1920.     Changes. 

Automobile  38  91.668  126,434  +37.9 

Boot  and  shoe 70  58,392  63.710  +  9.1 

Car   building 51  55,501  48.535  —12.6 

Cigar   -.    56  18233  16.746  —  B2 

Men's  clothing  ....    49  23,666  36.770  +55.4 

Cotton    finishing...    16  8.758  12.808  +462 

Cotton   mfg 52  45,973  53,318  +16.0 

Hosiery  and  und..    65  28,495  34,302  +20.4 

Iron  and  steel Ill  160,467  170,963  +  6.5 

Leather i3  15,793  17,486  H-10.7 

Paper 53  23,976  26.625  +11.0 

Silk  „.. —    49  15,188  16,750  +10.3 

Woolen  50  24,986  48,361  +93.6 

There  was  some  hesitation  in  industry  in  the 
early  months  of  last  year,  but  in  the  main  these 
increases  have  come  from  the  demobilization  of 
the  army  and  workers  attracted  from  other  in- 
dustries, notably  agriculture. 

General  trade  is  good  in  all  parts  of  the 
country,  although  some  timidity  has  been  evi- 
dent in  wholesale  circles,  prompted  by  the  re- 
ports of  trade  reaction  and  panic  in  Japan  and 
by  heavy  selling  on  the  New  York  stock  ex- 
change, which  also  had  its  impulse  in  the  news 
from  Japan. 


The  Scarcity  of  Capital. 

The  credit  situation  all  over  the  world  has 
shown  the  signs  of  increasing  pressure  dur- 
ing the  past  month.  The  Bank  of  England 
discount  rate  was  raised  from  6  to  7  per  cent, 
the  Bank  of  France  rate  from  5  to  6,  the  Bank 
of  Sweden  rate  from  6  to  7,  the  Bank  of  Fin- 
land rate  from  7  to  8,  the  Bombay  rate  from 
7  to  9.  The  Bank  of  Japan  rate  has  been  at  8 
per  cent  since  last  November. 

These  advances  have  been  made  for  the 
purpose  of  holding  the  demands  for  credit  in 
check,  and  of  course  the  demands  for  credit 
are  due  to  the  scarcity  of  real  capital.  There 
is  a  demand  for  goods  of  every  kind  in  excess 
of  the  supply,  and  there  is  great  need  of  in- 
creased capacity  in  production.  The  world  has 
not  gotten  back  to  normal  production  and  it 
is  behind  with  development  work  and  con- 
struction. Moreover,  it  is  not  even  using  the 
existing  productive  equipment  to  the  former 
extent,  for  the  hours  of  labor  have  been  re- 
duced. With  production  thus  limited,  and  with 
the  people  trying  to  buy  more  goods  than 
there  are  in  existence,  and  seeking  in  despera- 
tion to  make  credit  take  the  place  of  capital  in 
production,  there  is  great  pressure  on  the 
banks  for  accommodations. 

In  short,  the  same  process  of  inflation  which 
was  carried  on  during  the  war  is  still  going  on, 
and  the  rise  of  bank  rates  represents  an  ef- 
fort to  check  it. 

The  Pennsylvania  Railroad  Company,  a  cor- 
poration of  the  highest  credit,  if  any  railroad  cor- 
poration can  be  said  to  be  entitled  in  these  days 
to  that  classification,  has  borrowed  $50,000,000 
during  the  past  month  for  ten  years  at  7  per 
cent  interest.  That,  and  the  declining  market 
values  of  Government  bonds,  tell  the  story  of  the 
scarcity  of  capital. 

Foreign  Trade  and  Exchanges. 

Once  again  the  monthly  figures  for  foreign 
trade  give  a  surprise,  the  exports  of  this  coun- 
try in  March,  at  $820,000,000,  being  the  second 
largest  on  record,  while  the  imports,  at  $484,- 
000,000  were  the  largest  of  any  month  in  the 
history  of  the  country.  The  increase  of  im- 
ports is  not  surprising,  as  they  have  been  grow- 
ing steadily  and  are  but  $10,000,000  above 
those  of  January,  but  the  rise  of  exports  was 
unexpected.  For  one  reason,  exports  of  farm 
products  usually  taper  oflf  in  the  spring  months, 
and,  again,  it  had  been  thought  that  the  apex 
of  exports  was  passed  owing  to  exchange  con- 
ditions. The  persistence  of  the  export  move- 
ment under  the  circumstances  confounds  all 
expert  opinion. 

The  increase  of  exports  makes  it  more  diffi- 
cult to  account  through  our  direct  relations 
with  London,  for  the  rise  of  sterling  exchange 
which  occurred  in  March  and  which  was  well 


sustained  throughout  April.  Undoubtedly  the 
announcement  that  the  Anglo-French  loan 
would  be  paid  had  a  good  sentimental  effect, 
but  it  is  not  probable  that  this  alone  caused 
the  rise  of  exchange.  Nothing  can  sustain  ex- 
changes rates  but  exchange  purchases,  and  it 
is  not  likely  that  speculative  purchases  have 
caused  the  rise. 

Two  explanations  are  made  which  are 
reasonable.  In  the  first  place  it  is  said  that  the 
offerings  of  sterling  bills  during  the  last  two 
months  have  been  comparatively  light,  the  ex- 
ports of  these  months  having  been  financed 
earlier.  In  the  second  place  it  is  said  that  the 
balances  of  trade  against  us  in  India,  the  Strait 
Settlements  and  Dutch  East  Indies  are  being 
settled  in  sterling.  In  other  words  we  are 
drawing  on  our  credits  in  London  to  pay  our 
debts  in  Asia.  England's  shipments  to  Asia, 
jjarticularly  of  cotton  goods,  have  been  large  of 
late,  and  appear  to  have  placed  her  in  position 
to  use  credits  there  in  settlements  with  us. 
Silver  shipments  to  Asia  have  been  light,  and 
the  price  has  declined  in  consequence,  from 
about  $1.30  to  $1.15  at  the  low  point,  with  a  small 
volume  of  transactions. 

The  table  of  monthly  quotations  is  as  follows : 

Rate  New    Change  Depre- 

Unit  in  cents  rate  from  ciation 

Value  Mar.  29  Apr.  27      Par  in  % 

Canada 1.00  .9230  .8975  .1025  1025 

Germany   ....    2382  .0135  .0175  2207  92.66 

Italy   1930  .0503  .0437  .1493  77.36 

Belgium   1930  .0730  .0627  .1303  67.51 

France  1930  .0695  .0588  .1342  69.53 

England    4.8665  3.9450  3.82  1.0465  21.50 

Switzerland.     .1930  .1750  .1761  .0169  8.76 

Holland  4020  .3725  .3625  .0.395  9.83 

Denmark  ....    2680  .1875  .1725  .0955  35.63 

Norway 2680  .1925  .1925  .0755  28.17 

Sweden  2680  2185  2100  .0580  21.64 

Spain  1930  .1775  .1695  .0235  12.18 

Argentina 9648  .9830  .9762  ♦.OIH  *1.18 

Japan  „ .4985  .4750  .4850  .0135  2.71 

♦Premium. 

Japanese  Exchange. 

The  figures  for  the  exports  of  raw  silk  from 
Japan  to  the  United  States  threw  much  light  on 
exchange  conditions  for  the  last  nine  months. 
From  July  1,  1919,  to  February  1,  1920,  these 
shipments  of  silk  aggregated  180,000  bales,  as 
compared  with  between  4,000  and  5,000  bales 
to  all  the  rest  of  the  world.  The  total  crop  is 
estimated  to  have  been  240,000  to  250,000  bales, 
so  that  on  February  1  there  remained  not  more 
than  65,000  bales  at  the  outside.  It  was  these 
enormous  shipments  which  put  the  trade  bal- 
ance in  favor  of  Japan  and  enabled  that  country 
to  draw  an  important  amount  of  gold  from  the 
United  States  last  year,  but  with  the  falling  off 
of  these  recently  the  exchanges  have  become  more 
favorable  to  the  United  States. 


The  Argentine  Exchange  Rate. 

Argentina  has  continued  to  take  gold  in  large 
amounts  during  the  last  month,  but  the  rate  of 
exchange  has  fallen,  so  that  it  is  now  barely  above 
the  gold  point.  The  season  of  the  year  is  ap- 
proaching when  rates  are  usually  more  favorable 
to  the  United  States,  and  there  is  a  probability 
that  shipments  of  the  metal  may  cease  for  a  time. 

The  Argentine  notes,  aggregating  about  $50,- 
000,000,  which  are  held  here  and  which  fall  due 
this  month,  have  been  provided  for,  the  rather 
dramatic  announcement  being  made  that  Great 
Britain  will  pay  them.  There  was  hesitation  in 
financial  circles  about  mailing  a  new  loan  to  li- 
quidate tliese  notes,  on  account  of  the  depressed 
state  of  the  securities  market,  and  in  view  of  the 
loss  of  the  gold  to  Argentina.  The  British  gov- 
ernment relieved  the  situation  by  agreeing  to  ad- 
vance the  gold  for  the  payment,  making  a  loan 
to  the  Argentine  ruiming  to  January  1,  1921. 
Great  Britain,  France  and  Italy  have  negotiations 
pending  for  a  new  joint  loan  of  $200,000,000 
from  Argentina,  to  be  all  expended  for  Argen- 
tine products,  and  this  $50,000,000  gold  payment 
by  Great  Britain  may  be  a  part  of  the  quid 
pro  quo. 

The  payment  of  $50,000,000  for  Argentina 
will  make  it  necessary  for  Great  Britain  to  pro- 
vide this  sum  in  this  market  in  addition  to  its 
share  of  the  Anglo-French  loan,  and  probably 
means  that  so  much  more  gold  will  be  sent. 

First  Edge  Corporation. 

The  first  corporation  to  be  organized  under  the 
Edge  amendment  to  the  Federal  Reserve  Act 
has  been  granted  a  charter  and  will  be  ready  for 
business  in  a  short  time.  The  name  is  the  First 
Federal  Foreign  Banking  Association,  and  it  will 
have  a  capital  of  $2,100,000  composed  of  21,000 
shares  of  a  par  value  of  $100  per  share,  of  which 
1,000  will  be  founders'  or  managers'  shares.  The 
stock  is  all  subscribed  at  $105  per  share  and  none 
will  be  offered  on  the  market. 

The  banking  corporations  which  are  interested, 
as  authorized  by  the  law,  are: 

Aldred  Sc  Co.,  Bank  of  the  Manhattan  Company,  the  New 
York  Trust  Company,  the  Liberty  National  Bank  and 
Tucker,  Anthony  *  Co.,  aU  of  N<!W  York :  the  CItlstens' 
Commercial  TriiBt  Company  of  Buffalo,  the  American  Trust 
Company  of  Boston,  the  Merchants'  National  Bank  of  Wor- 
cester, the  Chlcopee  National  Bank  of  Sprlntrfiold,  Mass.; 
the  Commercial  Trust  Company  of  Thlladelphla  and  the 
First  Brldceport  National   Bank  of  Bridpeport.  Conn. 

W.  S.  Kies  of  Aldred  *  Co.,  ei-Vioe-1'rcsldpnt  of  The 
National  City  Bank  and  the  American  International  Cor- 
poration, will  he  Chairman  of  the  hoard,  and  the  hank's  Ad- 
visory Manasement  Committee  will  be  J.  H.  Perkins,  .T.  B. 
Gardln.  J.  11.  Maxwell  and  K.  H.  I'ayne.  In  addition  to  the 
foregolnu,  the  directors  of  the  hank  will  Include  J.  K. 
Aldred.  Stephen  Baker.  Mortimer  N.  Buckner,  A.  B.  Chnpin, 
N.  P.  Clement.  F.  A.  Drnry,  H.  J.  Fuller.  Alba  B.  .Tohngon, 
R.  E.  Jones,  W.  B.  T.ashar,  Georce  A.  MacDonald,  J.  H. 
Mason,  E.   S.  Wolfe  and  W.   L.  Wright. 

While  the  immediate  object  of  the  Edge  amend- 
ment to  the  reserve  act  is  to  aid  in  financing  the 
sale  of  American  products  which  are  just  now 
Forely  needed  for  the  rehabilitation  of  Europe, 
the  facilities  which  it  provides  will  be  serviceable 
to  our  foreign  trade  at  all  times.    An  amendment 


to  the  Reserve  act  passed  in  1916  authorized  na- 
tional banks  having  a  capital  and  surplus  of  $1,- 
000,000  or  more  to  invest  a  limited  amount  in 
the  stock  of  corporations  organized  to  carry  on 
a  banking  business  in  foreign  countries.  Corpora- 
tions of  this  character  have  been  organized  under 
state  laws,  but  the  Edge  amendment  provides  for 
the  organization  of  a  class  of  such  banks  under 
the  Federal  Reserve  act  and  places  them  under 
the  supervision  of  the  Federal  Reserve  Board. 

Investment  Banks. 

These  Edge  amendment  banks  are  not  pri- 
marily banks  of  deposit,  being  allowed  to  ac- 
cept deposits  in  this  country  only  as  incidental 
to  their  foreign  business.  Instead  of  obtaining 
their  lending  power  from  depositors  they  are 
to  get  it  from  investors,  by  the  sale  of  their 
obligations  either  in  the  form  of  long-term 
debentures,  acceptances  or  other  paper  issued 
by  them.  The  stock  of  the  First  Federal 
Foreign  Banking  Corporation  has  been  placed 
with  banks  and  manufacturing  companies  in 
certain  localities  where  the  manufacturers 
are  interested  in  foreign  trade  and  where  also 
there  is  a  considerable  amount  of  capital  available 
for  investment.  The  purpose  is  to  enlist  capital 
from  the  public  for  the  support  of  the  foreign 
trade  which  the  manufacturers  will  develop. 

The  obligations  of  foreign  purchasers  will 
be  the  basis  of  the  investment  paper  issued  by 
the  new  banking  corporation,  but  the  capital 
of  this  corporation,  which  will  be  supplied  in 
part  by  the  manufacturers,  will  furnish  an  addi- 
tional margin  of  safety. 

The  regulations  for  the  organization  of  Edge 
amendment  corporations  have  been  formulated 
by  the  Federal  Reserve  Board,  pursuant  to 
the  general  terms  of  the  law,  and  are  intended, 
to  use  the  language  of  the  Board,  to  insure  the 
conservative  and  prudent  management  of  cor- 
porations chartered  under  its  provisions,  and 
to  safeguard  as  far  as  possible  the  interests  of 
the  public  with  whom  they  may  do  business. 

The  first  bank  organized  under  the  new  pro- 
visions illustrates  the  co-operative  principle 
which  the  act  was  intended  to  develop.  Each 
locality  may  organize  such  a  bank  for  the  pro- 
motion of  its  industries  in  the  foreign  field, 
appealing  to  local  investors  for  support.  The 
latter,  instead  of  buying  foreign  securities 
direct,  will  have  the  opportunity  of  buying  the 
obligations  of  a  home  corporation  which  has 
full  knowledge  of  the  foreign  business  and 
which  pledges  its  own  capital  to  support  the 
foreign  obligations. 

The  Money  Market. 


During  the  month  of  April,  money  became 
even  tighter  than  it  had  been  in  March,  al- 
though rates  remained  practically  unchanged. 
Time  loans  commanded  around  8  and  even  8^ 


per  cent  for  all  maturities  from  60  days  to  6 
months.  Commercial  paper,  according  to  the 
quality  of  names,  ranged  from  6J/2  to  7  per 
cent,  and  with  the  market  fairly  steady,  the 
demand  was  rather  quiet.  Banks'  and  bankers' 
acceptances,  at  a  rate  of  close  to  6  per  cent, 
showed  a  better  demand,  which  is  attributed 
in  part  to  considerable  buying  in  this  market 
by  the  Bank  of  England,  presumably  as  a  tem- 
porary investment  for  the  proceeds  of  some  of 
the  gold  now  being  sent  here.  Call  loans 
fluctuated  widely,  often  varying  by  several 
per  cent  daily,  and  ranging  over  brief  periods, 
from  6  to  15  per  cent. 

Federal  Reserve  Figures. 

Little  change  occurred  in  the  condition  of 
the  Federal  reserve  banks  during  the  month. 
The  total  earning  assets  on  April  23  were  $3,- 
176,000,000,  against  $3,196,000,000  on  April  2, 
$3,279,000,000  on  February  27,  and  $2,354,000,- 
000  one  year  ago.  Total  gold  reserves  were 
$1,949,000,000,  against  $1,966,000,000  at  the  end 
of  last  February  and  $2,169,000,000  a  year  ago. 

The  reserve  banks  at  Chicago,  Minneapolis, 
St.  Louis  and  Kansas  City,  Richmond  and 
Philadelphia  are  re-discounting  with  the  re- 
serve banks  of  Dallas,  Cleveland,  New  York 
and  Boston.  The  situation  everywhere  is  ad- 
versely affected  by  the  amount  of  commodi- 
ties tied  up  in  transit  by  the  crippled  condition 
of  the  railroads  or  held  on  the  farms  and  in 
country  elevators.  The  middle  west  is  com- 
plaining strenuously  of  inability  to  move  the 
crop  to  market. 

Banking:  Conditions  In  Middle  West. 

A  banker  writing  from  a  country  town  in 
Illinois,  under  date  April  22,  discusses  local 
conditions  as  quoted  below.  We  give  his  com- 
ments as  typical  of  the  farming  districts  of  the 
middle  west: 

We  And  tbat  almost  all  of  the  banks  is  having  an 
unusual  demand  for  money.  Although  deposits  are  more 
than  at  this  time  lust  year,  the  total  loans  are  more  in 
proportion. 

This  has  been  caused  partly  by  the  very  active  movement 
in  farm  land  and  in  consequence,  a  large  amount  of  money 
loaned  on  farms  in  connection  vritb  tliese  sales. 

Quite  a  large  amount  of  these  loans  are  still  In  the 
bands  of  the  original  lenders,  as  they  have  diftteulty  in 
selling  them  to  permanent  investors.  This  is  due  to  the 
fact  that  quite  a  large  amount  of  money  has  been  invested 
in  Liberty  Loan  bonds  and  otlier  bonds,  which  owing  to 
the  rate  of  interest  and  exemption  from  local  taxes,  will 
net  a  better  return  to  the  investor. 

At  present,  the  railroad  situation  hag  checked  the 
movement  of  live  stoclc  and  other  farm  products.  When 
this  is  righted  and  the  railroads  are  able  to  receive  ship- 
ments freely,  there  will  be  quite  a  movement  of  live  stock. 
There  is  not  a  very  large  surplus  of  grain  in  the  farmers' 
hands,  and  owing  to  recent  rains,  it  will  be  difficult  to  de- 
liver the  grain  and  soon  farmers  will  be  more  busy  with 
farm    work. 

Retail  merchants  as  a  rule  are  having  a  good  business 
and  collections  are  fairly  good. 

While  there  are  not  quite  as  many  farmers  feeding  cat- 
tie  and  hogs,  some  of  our  customers  have  a  larger  number 
than  usual. 

We  feel  that  the  situation  will  Improve  gradually  but 
do  not  look  for  much  change  in  the  next  thirty  days. 


Taxation  of  War  Profits  and  Capital. 

A  plan  is  said  to  be  developing  in  Congress  to 
levy  a  tax  of  80  per  cent  upon  business  profits 
realized  during  1917.  1918.  1919  and  1920.  to 
provide  a  fund  for  the  payment  of  the  proposed 
bonus  to  the  soldiers.  The  plan  will  catch  the 
approval  of  people  who  imagine  that  these  profits 
are  on  hand  in  cash,  but  a  moment's  reflection 
will  convince  anyone  that  the  profits  of  these 
past  years  have  either  been  spent  and  lost  or  in- 
vested in  such  manner  that  they  cannot  be  with- 
drawn and  four-fifths  turned  over  to  the  Govern- 
ment without  serious  disturbance  of  all  industry. 
There  has  been  but  little  unusual  distribution  of 
profits  by  corporations  on  account  of  war  profits, 
and  when  such  distribution  has  been  made,  the 
corporations  are  not  in  position  to  pay  such  a  tax. 
As  a  rule  such  profits  now  exist  in  the  form  of 
new  buildings  and  equipment,  employed  in  pro- 
duction. When  the  owners  had  paid  the  taxes 
required  of  them  in  each  of  the  years  named  they 
had  a  right  to  believe  that  what  remained  be- 
longed to  them  and  to  make  their  plans  accord- 
ingly. In  many  instances  they  not  only  invested 
the  profits  in  construction  work  and  equipment, 
but  went  into  debt  in  the  development  of  their 
plans,  and  obtained  credit  on  the  strength  of  the 
assets  they  were  able  to  show.  This  proposal 
would  disturb  credit  throughout  the  country  and 
cause  an  unsettlement  of  business  that  would  be 
far-reaching  in  its  effects.  If  there  is  atiy  one 
thing  upon  which  there  is  general  agreement  at 
this  time  it  is  that  the  country  needs  increased 
production,  and  any  public  policy  which  disturbs 
industry  and  credit,  and  takes  capital  from  pro- 
ductive use,  is  certain  to  work  a  vast  amount  of 
injury.  The  country  can  lose  far  more  than  the 
value  of  the  bonus  payments  by  the  method  in 
which  the  money  is  raised. 

The  way  to  raise  revenue  for  the  Government 
with  the  least  disturbance  to  industry  is  by  levies 
upon  incomes  as  they  are  received  and  be- 
fore they  are  converted  into  fixed  investments. 
The  Government  is  already  taking  a  very  large 
percentage  of  incomes,  and  thus  curtailing 
the  amount  of  new  capital  which  would  be 
normally  available  for  the  enlargement  of  indus- 
try. The  evil  effects  of  this  are  to  be  seen  in  the 
state  of  the  railroads,  the  high  interest  rates 
which  must  be  paid  for  new  capital  and  the  rising 
prices  for  industrial  products.  But  bad  as  these 
cfiFects  are  they  can  be  made  much  worse,  by  com- 
pelling everybody  who  has  invested  any  profits 
during  the  past  four  years  to  sell  the  investments 
in  order  to  convey  four-fifths  of  their  original 
cost  to  the  Government. 

Tax  on  Capital. 

A  tax  on  capital  would  be  similar  in  its  effects 
to  a  tax  on  war  profits,  but  it  would  be  spread 
over  more  capital.  It  is  not  easy  to  tell  which 
would  work  the  most  mischief.    Secretary  Hous- 


ton has  shown  where  he  stands  on  all  such  propo- 
sitions in  a  very  clear  and  decisive  manner.  The 
case  hardly  could  be  stated  more  convincingly 
than  he  has  stated  it  in  a  recent  letter  making  re- 
ply to  a  correspondent  who  had  asked  his  opinion 
on  the  subject. 

The  Secretary  also  replies  to  certain  state- 
ments by  Mr.  Plumb,  author  of  the  Plumb  rail- 
way plan,  whose  ventures  in  statistics  seem  to 
always  elicit  the  same  kind  of  comment.  Sec- 
retary Houston's  letter,  in  part,  follows : 

The  statements  made  by  Mr.  Plumb  concerning 
the  increase  in  the  volume  of  our  currency  are  in- 
correct. I  hand  you  herewith  a  copy  of  a  letter 
dated  August  8,  1919,  from  Governor  Harding  of  the 
Federal  Reserve  Board  to  Senator  McLean  of  the 
Committee  on  Banking  and  Currency  of  the  United 
States  Senate  discussing  the  expansion  of  the  cur- 
rency and  giving  accurate  figures. 

As  to  Government  receipts  and  expenditures,  Mr. 
Plumb's  statements  are  incorrect  and  grossly  mis- 
leading. 

On  the  basis  of  the  Treasury  daily  statements,  the 
Government's  total  expenditures  from  April  16,  1917, 
to  March  31,  1920,  excluding  principal  of  the  public 
debt,  were  $37,455,645,853.66.  The  total  receipts  for 
the  same  period,  excluding  principal  of  the  public 
debt,  were  $14,198,247,793.34. 

The  excess  of  such  disbursements  over  such  re- 
ceipts for  the  war  period  was  $23,257,398,060J2, 
which  is  the  amount  of  the  net  increase  in  the  pub- 
lic debt  for  the  war  period,  after  reducing  the 
amount  of  the  net  increase  of  the  balance  in  the 
general  fund,  and  is  represented  by  Liberty  bonds. 
Victory  notes.  Treasury  certificates  and  War  Sav- 
ings securities  outstanding. 

I  am  not  in  favor  of  a  capital  tax.  In  this  con- 
nection I  am  enclosing  a  copy  of  an  extract  from 
Secretary  Glass's  annual  report  for  1919  on  the 
subject  of  taxation.  A  capital  tax  would  in  my 
judgment  be  entirely  impracticable  and  so  disturb- 
ing to  industry  and  commerce  as  to  upset  business 
and  bring  production  to  a  standstill. 

An  inevitable  effect  of  a  capital  tax,  moreover, 
would  be  to  discourage  saving  and  encourage  ex- 
travagance and  wasteful  spending,  not  only  for  the 
time  being  but  to  a  greater  or  less  extent  for  gen- 
erations to  come.  By  its  very  nature  the  tax  would 
be  levied  regardless  of  ability  to  liquidate  and  pay 
and  would  fall  heaviest  on  those  who  have  accumu- 
lated savings  by  thrift  and  enterprise  and  leave  un- 
touched those  who  have  lived  up  to  the  limit  of 
their  incomes,  thus  putting  a  premium  on  waste 
and  extravagance  and  a  penalty  on  brains  and 
thrift. 

There  is  nothing  in  the  financial  position  of  this 
government  which  would  warrant  the  adoption  of 
so  radical  and  dangerous  a  measure. 

Agricultural  Conditions. 

The  crops  are  going  to  be  a  very  important  fac- 
tor in  the  situation  this  year,  and  in  this  country 
the  prospects  at  this  time  are  none  too  good.  The 
spring  has  been  cold  and  backward,  making  a  late 
start  for  the  small  grains  and  cotton.  The  gov- 
ernment report  on  winter  wheat  was  quite  un- 
favorable, indicating  a  crop  of  484,000,000  bushels, 
or  more  than  200,000,000  bushels  under  last  year's. 
Reports  from  the  spring  wheat  sections  of  a 
probable  reduction  of  acreage  has  caused  the  De- 
partment of  Agriculture  to  issue  a  statement  urg- 
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ing  farmers  to  revise  their  plans  and  sow  more 
liberally,  on  account  of  the  low  condition  of  the 
fall-sown  crop,  and  the  prospect  that  the  foreign 
demand  will  continue  heavy.  European  crops  are 
reported  as  promising  well,  but  it  must  be  re- 
membered that  before  the  war  Russia  supplied  a 
large  part  of  the  wheat  imports  of  western 
Europe  and  there  is  little  prospect  of  a  re- 
newal of  shipments  from  Russia. 

The  Australian  crop  is  poor,  but  the  Argentine 
crop,  now  being  marketed,  is  a  good  one,  and  it 
has  been  moving  to  Europe  very  rapidly  since 
January  1st.  The  following  figures  reported  by 
our  Buenos  Aires  Branch  show  the  exjwrts  of 
grain  from  Buenos  Aires  from  January  1  to  Feb- 
ruary 26,  in  last  three  years : 

TONS 

PRODUCTS          1918            1919  1920 

Wheat 135,358        141,677  1,005,410 

Corn    97,820        210,448  640,229 

Linseed    ....     83,202          13,224  147,446 

Oats    3          47,851  76,619 

Totals..  316,383        413,200        1,869,704 

Prices  have  risen  in  Argentina  even  more  than 
in  the  United  States,  so  that  in  the  latter  part  of 
April  it  was  said  that  buyers  were  turning  to  the 
latter  as  the  cheaper  market. 

Qrain  and  Produce  Higher. 

The  grain  and  produce  markets  have  all  been 
in  an  abnormal  state  during  the  past  month,  owing 
to  the  strike  of  railway  employes,  and  transporta- 
tion has  been  an  important  factor  in  the  situation 
ever  since  last  year's  crop  was  ready  for  market. 
At  no  time  have  the  railroads  been  able  to  furnish 
cars  enough  to  even  take  good  care  of  the  con- 
sumptive demand,  to  say  nothing  of  accumulating 
the  accustomed  stocks  at  the  central  markets. 
Grain  prices  have  ruled  higher  for  cash  delivery 
than  for  the  futures,  which  is  the  reverse  of  the 
normal  condition.  The  effect  has  been  to  finally 
cause  such  a  rise  that  the  Government  is  making 
an  investigation  of  the  corn  market  to  see  if  the 
facts  sustain  the  charge  that  a  corner  exists.  In- 
ability to  move  supplies  from  the  country  has  the 
same  effects  as  a  corner,  and  promotes  cornering 
operations. 

All  of  the  grains  have  sold  during  April  at  new 
high  records  on  the  crop,  corn  being  up  about  30 
cents  a  bushel,  wheat  on  good  grades  about  the 
same  and  oats  15  to  20.  Number  1  northern  wheat 
in  Chicago  has  sold  as  high  as  $3.23.  The  country 
elevators  are  full  and  the  farmers  who  have  large 
stocks  which  they  cannot  dispose  of,  are  only 
irritated  by  reading  of  the  high  prices  which  they 
are  unable  to  obtain.  Morever,  the  high  quota- 
tions for  corn  make  them  still  more  dissatisfied 
with  the  prices  which  are  ruling  for  fat  cattle  and 
liogs,  as  all  feeding  operations  show  heavy  losses 
under  the  comparison.  Practically  all  cattle 
marketed  in  the  past  winter  have  made  losses  for 
the  owners,  basing  the  calculation  on  the  value 


of  corn  consumed,  and  even  the  hog  crop  has  been 
so  unsatisfactory  that  according  to  reports  pro- 
duction will  be  considerably  reduced  this  year. 

Butter  and  Eggs. 

The  butter  and  egg  markets  closed  the  winter 
season  with  a  decided  turn  upward  which  was 
also  due  in  part  to  the  backward  season  and  in 
part  to  the  railroad  strike.  Storage  supplies  of 
both  were  entirely  cleared  out,  and  the  spring  pro- 
duction has  not  come  fast  enough  to  take  care  of 
consumption,  which  is  on  the  greatest  scale  ever 
known.  Butter  has  been  selling  in  April  as  high 
as  at  any  time  since  the  great  rise  occurred,  and 
expert  opinion  is  that  only  the  Danish  arrivals 
which  have  aggregated  millions  of  pounds,  saved 
the  market  from  going  very  much  higher.  One 
steamer  brought  nearly  2,000,000  pounds  into 
New  York  at  a  most  opportune  time.  Butter  is 
being  imported  now  not  only  from  Denmark  but 
from  Holland  and  Argentina.  The  story  of  eggs 
is  about  the  same  as  that  of  butter.  The  season 
of  full  supply  is  a  month  late,  and  eggs  are  now 
going  into  storage  for  next  winter  at  3  to  5  cents 
above  the  basis  of  operations  last  year. 

Cotton  Crop  Prospects. 

The  planting  season  is  a  month  or  more  late, 
which  with  a  shortage  of  labor  is  unpromising 
for  acreage.  The  weather  in  the  eastern  part  of 
the  territory  has  been  cold  and  rainy  while  Texas 
is  suffering  from  draught.  The  annual  confer- 
ence of  cotton  producers,  held  at  Montgomery 
last  month,  decided  that  owing  to  the  short  sup- 
ply of  labor  it  was  unnecessary  to  pass  any  re- 
solution for  limiting  acreage,  but  declared  in 
favor  of  holding  cotton  for  60  cents  per  pound. 
Bankers  are  urging  their  customers  to  grow 
enough  feed  for  farm  animals  and  a  supply  of 
food  for  the  farmer  and  his  family,  which  in  view 
of  transportation  uncertainties  and  charges  and 
higher  traders'  margins,  is  certainly  good  advice. 

Labor  Leaving  the  Farms. 

The  most  serious  feature  of  the  agricultural  sit- 
uation is  the  continued  loss  of  labor  from  the 
farms.  The  Department  of  Agriculture  on  the 
basis  of  reports  from  all  sections  of  the  country 
estimates  a  reduction  of  12  per  cent,  in  hired  labor 
from  a  year  ago  and  that  the  amount  of  hired 
labor  is  only  72  per  cent,  of  what  it  was  before 
the  war.  The  rise  of  wages  and  the  shorter  hours 
of  labor  in  the  town  industries  are  accountable 
for  this  constant  drain. 

It  does  not  require  an  argument  to  convince  any 
thoughtful  person  that  this  drift  away  from  agri- 
culture to  the  town  industries,  is  the  result  of 
artificial  conditions  and  fundamentally  wrong. 
Meti  are  not  worth  so  much  more  to  society  in 
the  town  industries  than  upon  the  farms  as  to 
instify  this  situation  in  the  present  state  of  world 
affairs. 

If  the  crops  are  short  and  prices  go  higher,  pre- 
sumably the  wage-earners  of  the  cities  will  want 


further  increases  of  pay  to  compcDsate  them,  and 
this  will  raise  industrial  costs  still  higher.  Per- 
haps by  that  time,  also,  the  demands  for  a  44  or 
40  hour  week  will  be  due,  and  another  installment 
of  farmers  will  move  to  town,  where  the  living 
conditions  are  so  attractive.  Then,  with  still 
higher  prices  for  farm  products,  wages  in  the 
towns  will  have  to  be  lifted  again,  until  the  last 
farmer  has  been  convinced  of  the  folly  of  resist- 
ing the  movement,  and  wages  for  everybody  in 
town  are  finally  high  enough  to  enable  them  to  live 
without  any  crops! 

The  Farm  Demonstrator  of  the  Department  of 
Agriculture  located  at  the  State  Agricultural  Col- 
lege of  New  Hampshire  says  that  this  year  prac- 
tirally  completes  the  elimination  of  hired  labor 
for  the  farms  of  New  Hampshire.  The  next  ef- 
fect, he  says, 

"WIU  be  the  elimination  of  amall  (armera  and  of  men 
worklnir  with  restricted  capltaL  Such  men  limply  acU  off 
tbelr  stock  and  hire  out  by  the  day  at  the  nearest  mill  or 
job  that  pays  wages.  After  making  fairly  careful  estitnatea 
in  aix  leading  counties,  it  is  my  opinion  that  this  year 
will  aee  the  elimination  of  at  least  1,000  farmers  in  New 
Bampahlro,  so  far  aa  their  being  producers  of  surplus  food 
products." 

The  Sugar  Supply. 

Sugar  is  a  sore  spot  in  the  cost-of-living 
situation.  Our  beet  sugar  crop  has  been  a 
disappointment,  the  official  returns  showing 
that  22  per  cent,  of  the  area  sown  last  spring 
was  not  harvested.  The  Cuban  crop  has  been 
cut  seriously  by  drought,  and  Europe  is  bidding 
against  us  in  the  Cuban  market,  with  the  result 
that  raw  sugar  has  advanced  to  more  than 
double  the  prices  of  a  year  ago,  and  there  is  no 
relief  in  sight.  There  is  the  usual  denunciation 
of  profiteering,  but  what  is  occurring  is  natural 
and  inevitable.  The  world's  supply  of  sugar 
is  2,000,000  tons  short  of  that  of  pre-war  times, 
nving  to  the  falling  off  of  beet  sugar  production 
in  Europe.  The  sugar  producers  are  not  un- 
like other  producers  in  being  willing  to  take 
the  highest  offers,  but  the  movement  of  sugar 
from  Cuba  thus  far  on  the  present  crop  is  con- 
siderably larger  than  that  of  last  year  to  the 
corresponding  date. 

One  novel  development  in  the  trade  is  reported, 
which  is  that  the  planters  are  having  their  raws 
refined  for  them  on  toll  charges,  and  placing  the 
refined  product  on  the  market  on  their  own  ac- 
count. This  policy  is  said  to  be  contributing  to 
higher  prices,  but  after  all  the  basic  fact  is  that  the 
demand  for  Fugar  exceeds  the  supply.  The 
logical  method  of  distribution  is  by  letting  the 
price  go  high  enough  to  bring  the  demand 
down  into  balance  with  the  supply,  and  this 
method  has  the  merit  of  providing  an  ulti- 
mate remedy  for  the  shortage.  The  planters 
of  Cuba  are  investing  their  big  profits  in  the 
enlargement  of  their  plantations,  and  the 
European  producers  are  making  strenuous 
efforts  to  get  back  into  their  old  stride.  All 
around  the  Caribbean,  and  in  every  country  where 


sugar  is  a  po.ssiblc  crop  there  is  activity  look- 
ing toward  greater  production.  The  high 
prices  are  not  only  supplying  the  inducement 
to  greater  production,  but  supplying  the  capital 
required.  Under  no  other  conditions  than 
those  which  exist  could  increased  production 
be  so  rapidly  accomplished. 

The  situation  might  be  much  relieved  by  re- 
ducing the  consumption  in  candy  and  drinks, 
which  has  greatly  increased  in  the  last  few 
years. 

The  Meat  Packing  Industry. 

The  earnings  of  the  big  packing  companies  as 
shown  by  their  annual  reports  are  of  especial  in- 
terest among  business  returns  because  they  show 
the  facts  as  to  one  of  the  great  industries  of  the 
country,  and  one  which  is  subject  probably  to 
more  misrepresentation  than  any  other. 

The  earnings  of  all  the  companies  were  smaller 
last  year  than  for  any  year  since  the  beginning  of 
the  war,  owing  to  the  fact  that  business  was  done 
during  the  latter  part  of  the  year  upon  a  falling 
market.  During  the  war,  when  business  was  done 
on  a  rising  market,  profits  naturally  were  in- 
creased by  that  fact,  and  profits  inevitably  suffer 
when  the  situation  is  reversed.  Every  business 
man  experiences  the  same  tendencies. 

The  profit  and  loss  account  of  Swift  &  Com- 
pany, which  is  the  leader  in  volume  of  sales,  for 
the  year  ended  November  1,  1919,  is  as  follows: 

Swift  &  Company,  Profit  and  Loss  Account. 

Earnings  from  the  Manufacture 
and  Sale  of  Meat  and  By-Prod- 
ucts  from  Cattle,  Calves,  Sheep 
and  Hogg  $16,580,160.20 

Earnings  from  all  Other  Food 
Products  including  Poultry, 
Butter,  Eggs,  Cotton  Oil,  Lard 
Substitutes    I  3,516,187.41 

Earnings  from  all  Other  Opera- 
tions  and    Investments 18,141,377.27 

Total  Earnings  from  All  Source* $27,242,730.88 

Interest  Paid  on   Borrowed  Money $12,572,549.64 

Net    Earnings    before    Federal    and    Foreign 
Taxes    $14,070,181.34 

Keserve  for  Federal  and  Foreign  Taxes $     800,000.00 

Earnings   for  Year $13,870,181.34 

Equivalent  to 
1  15  /lOO  Cents  on  Each  Dollar  of  Sales. 
%  Cent  per  Pound  on  AH  Products  Shipped. 
0  3/5  on  Average  Capital  Stock  and  Surplus. 

Dividends  Paid  at  8%  per  Annum $10,003,460.00 

(Average    Capital    Stock    for    the    Tear 
Being  $125,703,250.00) 

Surplus    Profits    for   Year $3,800,721.34 

Surplus     Brought     Forward     from     Previous 

Vear    $84,675,178.99 

Surplus  at  November  1,  1919 $88,381,900.33 

Rales  Over  $1,200,000,000 

Shipments  Over    5,500,000.000  Ponndi 

The  profits  of  Swift  &  Company  for  each  of 
the  last  five  years,  upon  the  volume  of  sales,  net 
worth  and  total  assets  are  shown  by  the  following 
table : 


Swift  &^Company,  Average  Profit  Over 
Five  Years. 

Per  On  net 

Tear  Volume  of  dollar  of  worth  On 

ended  business  In  sales  (all  (capital  and  Total 

Sept.  30.  excess  of  products)  surplus)  Assets 

1915 tSOO.OOO.OOO          2.82%  12.50%  10.27% 

1918 $575,000,000          3.56  16.93  11.59 

1917 ?S75,000,000          3.98  25.01  17.13 

1918 $1,200,000,000          1.76  13.22  10.41 

1919 $1,200,000,000          1.15  6.53                0.37 

The  profits  of  the  five  largest  packing  com- 
panies for  the  year  preceding  the  war  averaged 
1.8  per  cent  on  sales  and  7.4  per  cent  on  the  net 
amount  of  owned  capital  invested  in  the  business. 

Borrowed  Capital. 

The  packing  companies  all  use  large  amounts 
of  borrowed  capital  and  normally  these  borrow- 
ings are  an  important  factor  in  the  profits.  They 
are  able  to  use  their  credit  to  an  extent  which  in 
many  lines  of  business  would  be  imprudent  and 
impracticable,  because  the  character  of  their  prod- 
uct and  the  rapidity  with  which  it  is  turned  over 
gives  assurance  of  their  ability  to  reduce  their  in- 
debtedness quickly  if  at  any  time  it  should  be 
necessary  to  do  so.  By  curtailing  their  purchases 
of  live  stock  they  would  be  able  to  liquidate  their 
position  rapidly. 

Swift  &  Company  on  November  1st  had  in- 
vested capital,  including  surplus,  of  $238,381,900, 
and  borrowed  capital  aggregating  $200,482,206, 
of  which  $30,258,500  was  represented  by  mort- 
gage bonds,  $25,000,000  by  6  per  cent  gold  notes, 
running  a  term  of  years  and  $145,224,206  was 
bank  paper.  On  the  other  hand  their  accounts 
receivable  were  $149,796,212  and  their  inventories, 
$191,890,848,  besides  their  plants,  and  varied  in- 
vestments. 

Last  year  interest  rates  were  so  high  and  profits 
so  low  that  they  made  nothing  on  their  borrowed 
capital,  the  earnings  on  total  assets  being  less  than 
the  earnings  on  net  worth,  but  the  gains  in  other 
years  as  the  result  of  this  free  use  of  borrowed 
capital  are  noteworthy. 

The  propriety  of  an  operator's  using  his  credit 
to  enlarge  his  business  and  thereby  increase  the 
profits  accruing  to  his  own  invested  capital 
would  seem  to  be  unquestionable.  He  increases 
production,  rendering  further  service  to  the  pub- 
lic in  doing  so,  and  with  the  greatest  possible 
economy.  He  pledges  and  subrogates  his  own 
interest  in  the  business  to  secure  his  creditor,  tak- 
ing the  risks  incidental  to  the  debtor  position,  and 
he  cannot  be  expected  to  do  this  without  compen- 
sation. The  Federal  Trade  Commission,  however, 
has  made  these  profits  upon  borrowed  capital  one 
of  the  points  of  criticism  upon  the  packing  in- 
dustry. 

Attacica  on  tlie  Meat  industry. 

The  large  packers,  yielding  to  incessant  attack 
and  as  a  concession  to  the  prevalent  ob- 
jection to  their  extending  their  operations  into 
other  lines,  have  entered  into  an  agreement  with 
the  Attorney-General  which  has  been  made  the 


basis  of  a  court  decree,  that  they  will  confine 
their  operations  in  the  future  to  live  stock  and 
the  by-products  therefrom  and  to  dairy  products. 
It  is  sixteen  years  since  James  R.  Garfield, 
Commissioner  of  the  Bureau  of  Corporations, 
made  the  first  investigation  of  the  meat  industry. 
His  report  showed  profits  so  small  that  it  was 
commonly  discredited  by  the  class  who  prefer  to 
believe  what  they  like  rather  than  what  is  true. 
Year  after  year  ever  since,  the  industry  has  gone 
on  with  the  same  extraordinary  efficiency,  saving 
far  more  than  its  profits  from  what  was  formerly 
waste,  and  rendering  a  highly  organized  service 
of  great  value  to  the  public,  but  always  under  a 
fire  of  attack.  The  profits  have  continued  at 
about  the  same  rate  that  Garfield  reported,  fluctu- 
ating slightly,  but  affording  no  support  for  the 
representations  common  in  circulation.  Offences 
such  as  collusion,  gross  manipulation  of  markets, 
extortion,  etc.,  might  be  expected  to  show  unusual 
results  in  the  earnings  statements,  but  they  do  not 
appear.  A  profit  of  one-quarter  of  a  cent  per 
pound  in  wholesale  prices  of  15  to  20  cents  per 
pound  cannot  be  said  to  be  exorbitant  compen- 
sation for  the  use  of  the  capital  and  organization 
of  Swift  &  Company,  with  all  its  highly  developed 
activities.  It  is  earned  by  the  scientific  utilization 
of  every  part  of  an  animal  in  making  scores  of 
commercial  products,  from  brushes,  buttons  and 
violin  strings  to  pharmaceutical  supplies,  not  to 
mention  its  regvlar  food  products. 

Tlie  Small  Packers. 

There  are  more  than  300  meat-packing  com- 
panies in  the  United  States  which  are  under  the 
supervision  of  government  inspectors,  which 
means  that  they  are  doing  an  inter-state  business. 
Many  of  them  are  very  important  concerns,  meas- 
uring by  comparison  with  units  in  other  lines  of 
business.  Some  of  them  are  active  in  the  export 
trade,  and  others  are  well  established  in  the  large 
markets  of  this  country.  Most  of  them  have  a 
comparatively  local  territory,  but  they  have  demon- 
strated their  ability  to  maintain  themselves  and  do 
in  the  aggregate  a  large  business,  but  the  estab- 
lished position  of  the  old  companies  in  the  chief 
markets  limits  their  growth.  If,  however,  the  old 
companies  should  attempt  to  materially  widen 
their  margin  of  profit,  the  business  of  these 
numerous  competitors  would  expand  rapidly,  and 
the  big  concerns  would  quickly  lose  their  pre-emin- 
ent position.  The  300  small  competitors  are  a 
more  important  factor  in  the  situation  than  their 
proportion  of  present  sales  would  indicate. 

"Produce  More"— What  For? 


Under  the  above  heading  one  of  the  radical  pub- 
lications which  is  doing  what  it  can  to  discourage 
and  lower  production  in  a  time  when  the  world's 
needs  are  greater  than  ever  before,  produces  an 
article  by  James  H.  Maurer,  President  of  the 
Pennsylvania  Federation  of  Labor,  which  on  ac- 
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count  of  his  position  in  the  labor  world  may  well 
receive  some  attention.  The  article,  headings, 
talics  and  all,  is  given  verbatim  below : 

"PRODUCE  MORE"— WHAT  FOR? 
By  James  H.  Maurek 

Increased  production  is  everywhere  being  urged 
as  the  remedy  for  the  present  unrest.  What  does 
organised 'labor  think  of  itf  Here  is  the  answer, 
by  the  President  of  the  Pennsylvania  State  Fed- 
eration of  Labor. 

"Speed  up;  work  like  blazes;  produce  morel  The 
world  needs  our  goods— produce,  produce,  PRODUCE  1" 

Manufacturers,  big  and  little  and  politicians  from  the 
President  down  to  the  ward  heeler,  are  dinning  into 
the  ears  of  the  workers  the  "necessity"  for  greater 
production.  They  tell  us  workers  that  the  trouble  is 
that  we  aren't  producing  enough,  that  the  world  needs 
"our"  goods,  and  that  to  solve  the  problem  of  greater 
production  we  must  speed  up.  Let  us  examine  the 
facts. 

For  the  fiscal  year  ending  June  30,  1919,  the  total 
excess  of  exports  over  imports  of  all  commodities  was 
$13,351,906,082.  This  means  that  the  workers  of  the 
United  States  supported  themselves,  supported  the  un- 
employed within  their  ranks,  supported  the  entire  mili- 
tary forces  within  the  confines  of  the  country,  sup- 
ported the  vast  body  of  useless  political  functionaries 
and  investigation  committees,  supported  the  capitalist 
class  and  all  their  lackeys,  and  on  top  of  all  this  pro- 
duced enough  food,  clothing,  shelter,  fuel  and  other 
commodities  to  export  nearly  thirteen  and  one-half  bil- 
lions worth  more  in  a  single  year  than  was  imported. 

You  who  are  the  workers  sent  out  of  the  country 
178,583,000  bushels  of  wheat  during  that  year.  Did  any 
of  you  have  too  much  bread?  Did  any  of  you  have 
even  enough  bread? 

You  also  sent  out  27,540,000  bushels  of  rye,  and- 
24,190,000  barrels  of  wheat  flour  and  1,488,000  barrels 
of  rye  flour.  You  sent  away  five  times  as  much  wheat 
and  twice  as  much  rye  as  in  1918.  And  between  1914 
and  1919  you  increased  the  amount  of  steam  tonnage  of 
the  United  States  by  more  than  382  per  cent. 

With  a  sudden  burst  of  generosity  you  sent  away 
1,115,865,000  pounds  of  sugar  last  year  and  136,230,000 
pounds  of  glucose.  Having  become  used  to  going  with- 
out bacon  you  exported  1,239,540,000  pounds  of  it  to 
other  countries.  Not  having  much  bread  you  sent  away 
33,740,000  pounds  of  butter  and  over  eighteen  and  a 
half  million  pounds  of  oleomargarine.  The  weight  of 
condensed  milk  you  were  not  able  to  buy  back  with 
your  wages  amounted  to  728,741,000  pounds. 

Just  for  good  luck  we  offer  a  few  more  authentic 
figures  which  you  might  clip  out  and  paste  in  your 
shoddy  hat  for  future  reference. 

With  but  six  per  cent,  of  the  population  of  the  world 
and  only  seven  per  cent,  of  the  land,  the  United  States 
— that  means  US — produces : 

Eighty-five  per  cent,  of  the  world's  supply  of  automo- 
biles; seventy-five  per  cent,  of  the  world's  supply  of 
corn;  sixty-six  per  cent,  of  the  world's  supply  of  oil; 
sixty  per  cent,  of  the  world's  supply  of  copper;  sixty 
per  cent  of  the  world's  supply  of  aluminum;  sixty  per 
cent,  of  the  world's  supply  of  cotton ;  fifty  per  cent,  of 
the  world's  supply  of  zinc;  forty-two  per  cent,  of  the 
world's  supply  of  coal;  forty  per  cent,  of  the  world's 
supply  of  lead;  forty  per  cent,  of  the  world's  supply 
of  silver;  forty  per  cent,  of  the  world's  supply  of 
•teel;  twenty-five  per  cent  of  the  world's  supply  of 
wheat;  twenty  per  cent  of  the  world's  supply  of  gold, 
and  refines;  eighty  per  cent,  of  the  copper,  and  operates 
forty  per  cent,  of  the  world's  railroads. 

Increase  production?  Produce  more  commodities? 
fVhal  fort  Aren't  the  workers  now  producing  billions 
of  dollars  worth  more  than  their  wages  will  buy  tnck — 


more  than  they  are  permitted  to  consume?  Is  increased 
production  the  solution  for  the  problems  confronting 
the  workers? 

The  figures  you  have  just  read  say  "No!" 
_  The  problem  for  the  worker  is,  not  increased  produc- 
tion, but  increased  consumption.     Not  how  to  produce 
more,  but  how  to  consume  more. 

The  outstanding  statement  of  this  article  is  that 
during  the  fiscal  year  ended  June  30,  1919,  the 
exports  of  commodities  from  this  country  ex- 
ceeded the  imports  by  the  sum  of  $13,357,906,082. 
Upon  these  figures  Mr.  Maurer  builds  his  theory 
that  the  workers  are  producing  vastly  more  than 
is  distributed  to  them,  and  that  therefore  they 
have  nothing  to  gain  by  producing  more. 

These  figures  are  grossly  erroneous;  in  fact 
they  exceed  the  total  of  both  exports  and  imports 
for  the  fiscal  year  named.  The  official  figures  of 
our  foreign  trade  for  that  year  are,  exports 
$7,225,084,257,  imports  $3,095,876,728,  trade  bal- 
ance $4,129,207,675.  So  Mr.  Maurer's  founda- 
tion statement  is  only  30  per  cent.  true. 

There  are  no  census  figures  for  the  total  pro- 
duction of  commodities  in  the  United  States  in 
that  year,  but  reckoning  from  previous  figures 
and  allowing  for  the  existing  prices,  it  probably 
amounted  to  $70,000,000,000,  of  which  the  ex- 
cess of  exports  over  imports  would  be  about 
6  per  cent. 

The  trade  balance  of  last  year  was  an  abnormal 
one,  due  to  the  prostration  of  European  industries. 
The  people  of  Europe  were  under  the  necessity 
of  importing  heavily  and  at  high  prices.  The 
larger  part  of  our  exports  were  farm  products, 
food  stuffs  and  necessaries,  without  which  the 
sufferings  and  loss  of  life  of  the  population  of 
Europe  would  have  been  far  greater  than  they 
were.  Thanks  to  the  farmers,  not  many  of  whom 
are  under  the  influence  of  the  doctrines  set  forth 
above,  the  country  produced  sufficient  to  allow  of 
these  agricultural  exports  and  to  save  Europe 
from  starvation.  Has  America  done  too  much  in 
the  face  of  a  world  calamity,  and  does  Mr.  Maurer 
think  the  members  of  his  Federation  would  have 
been  better  off,  or  as  well  off,  if  in  the  face  of  this 
emergency  the  farmers  had  suddenly  determined 
to  restrict  their  labors  to  eight  hours  per  day  ? 

United  States'  Share  in  World  Production. 

The  figures  which  are  given  by  Mr.  Maurer  for 
the  percentages  of  the  important  commodities  pro- 
duced in  the  United  States  are  probably  about 
correct.  They  make  a  showing  for  the  enterprise 
and  efficiency  of  the  people  of  this  country  of 
which  we  may  be  proud.  This  is  what  the  indus- 
trial .system  of  United  States  has  accomplished. 
The  productive  power  of  the  people  of  this  country 
is  greater  than  that  of  the  people  of  any  other  coun- 
try, mainly  because  industry  in  this  country 
works  by  superior  methods  and  with  superior 
mechanical  equipment,  and  under  greater  incentive 
to  individual  exertion.  The  investment  of  capital 
is  larger  in  the  industries  of  this  coimtry,  and  the 
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share  of  the  work  done  by  machinery  is  larger 
than  in  other  countries. 

The  country  nearest  to  the  United  States  in  this 
share  of  the  work  done  by  machinery  is  larger, 
England  was  far  behind. 

In  1913  there  were  published  in  The  London 
Times  and  other  English  periodicals  tables  com- 
piled from  the  British  Census  of  Production 
(1907)  and  the  American  census  of  1909,  show- 
ing the  total  annual  production,  the  number  of 
wage-earners,  the  horse-power  employed,  and  the 
annual  value  per  wage-earner  in  26  leading  manu- 
factures. Seventeen  of  these  were  recently  repro- 
duced in  an  article  in  the  London  Times,  and  are 
representative.  They  are  given  below.  Values 
are  converted  at  $5  to  the  pound  sterling. 


showing  that  over  a  term  of  years  the  average  pro- 
duction of  bituminous  coal  for  each  miner  in  the 
United  States  was  550  tons  and  in  England  270 
tons,  which  is  the  more  interesting  in  view  of 
recent  revelations  that  the  miners  in  the  United 
States  are  not  employed  more  than  about  two- 
thirds  of  the  time.  It  was  said  that  the  superior 
output  in  the  case  of  coal  was  due  to  the  use  of 
coal  cutting  machinery  in  the  United  States,  and 
jn  view  of  Mr.  Maurer's  contention  that  the  serv- 
ices of  employers  or  capitalists  are  superfluous,  it 
may  be  said  that  the  introduction  of  coal  cutting 
machinery  even  in  this  country  has  been  commonly 
opposed  by  the  labor  organizations.  Indeed  it 
must  be  taken  into  account  that  although  there  are 
many  creditable  exceptions  among  the  labor  lead- 


Boota  and  Shoes 

Boxes,  Cardboard 

Butter  and  Cheese 

Cement ,. . 

Clothing 

Cotton  Goods 

Clocks  and  Watches 

Cutlery  and  Tools 

Dyeine  and  Finishing  Textiles . 

Gasworks 

Hats  and  Caps 

Hosier}' 

Paint  and  Varnish 

Paper 

Printing  and  PubL'shing 

Railway  Carriages  and  Wagons 
Silk 


Production  in  dollars 
per  annum 
omitting  000 


British 


$100,47.5 

10,335 

50,820 

18,105 

310,845 

660,000 

3,065 

10,235 

90,000 

104,220 

26,280 

43,960 

45,635 

68,105 

67,740 

49,250 

26,725 


$1,685,795 


American 


$511,795 

54,850 

274,555 

63,205 

952,830 

628,390 

36,950 

63,265 

83,555 

166,810 

82,990 

200,140 

124,885 

267,655 

738,785 

123,730 

196,910 


$4,561,300 


Horse-power 

per 
wage-earner 


British 


.172 

.114 

1.477 

3.195 

.045 

2.214 

.125 

.420 

1.949 

.687 

.181 

.163 

1.375 

4.201 

1.133 

1.126 

.608 


19,185 


American 


.486 

.590 

5.507 

13.873 

.165 
3.423 

.628 
2.069 
2.449 
3.469 

.588 

.804 

4.012 

15.846 

1.154 

2.274 

.989 


68,326 


Value  produced  in 

dollars  per  wage-earner 

per  aimum 


British 


$856 

530 

6,550 

960 

790 

1,180 

685 

820 

920 

2,110 

745 

920 

4,315 

1,650 

1,980 

1,820 

710 


$27,540 


American 


$2,580 
1,375 

14,895 
2,360 
2,420 
1,660 
1,480 
1,615 
1,895 
4,485 
2,070 
1,545 
8,770 
3,525 
2,860 
2,870 
1,990 


$58,395 


The  number  of  wage-earners  in  these  trades  is 
1,499,315  in  Britain  and  1,853,579  in  America,  or, 
roughly,  as  4    :  5.     Averaging  all  tlie  trades,  analysis 


of  the  statistics  shows :  The  total  production  is  as 
1  :  2.64;  the  horse-power  employed  is  as  1  :  3;  the 
value  of  output  per  wage-earner  is  as  1  :  2.1. 
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The  superiority  of  the  United  States  in  power 
equipment  means  a  greater  capital  investment  in 
the  industries,  and  this  accounts  for  the  greater 
volume  of  product.  It  has  resulted  in  a  more 
abundant  supply  of  all  the  comforts  of  life,  higher 
wages  and  a  larger  and  more  widespread  distri- 
bution and  consumption  than  exists  in  any  other 
country.  These  results  are  all  related  to  each 
other,  so  that  as  production  increases  they  all  in- 
crease in  corresponding  degree.  If  all  the  forces 
that  are  working  to  embarrass  and  restrict  produc- 
tion in  this  country  were  turned  over  to  assist  it, 
it  is  probably  not  too  much  to  say  that  the  results 
obtained  might  compare  with  present  results  as 
favorably  as  results  in  the  United  States  have 
compared  with  results  in  England. 

Improvements  in  Industry. 

Some  months  ago  we  quoted  from  another  Eng- 
lish writer  figures  taken  from  the  same  compara- 
tive statement  of  British  and  American  industry. 


ers,  the  attitude  of  the  organizations  usually  has 
been  antagonistic  to  innovations  and  improvements 
which  have  the  immediate  effect  of  displacing 
labor.  This  attitude  may  be  explained  and  ex- 
cused even  while  it  is  condemned;  employers 
have  not  always  been  properly  considerate  of  the 
workers  in  introducing  new  methods  but,  after 
all,  society  is  interested  in  progress  in  industry, 
and  organized  labor  has  often  opposed  changes 
which  have  proved  enormously  beneficial  to  the 
working  people  themselves. 

Who  Consumes  the  Products? 

It  will  be  instructive  to  look  over  the  above 
showing  of  this  country's  share  in  the  world's 
industries,  and  consider  the  uses  of  the  products 
named,  and  how  wage-earners,  farmers  and  the 
great  body  of  the  people  generally  would  be  af- 
fected by  increasing  or  diminishing  their  pro- 
duction. 

The  list  heads  with  automobiles,  which  come 
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nearer  to  being  appurtenances  of  the  rich  than 
anj-thing  else  on  it,  but  as  60  per  cent,  of  all  the 
cars  made  are  Fords  and  probably  85  per  cent, 
are  of  the  cheaper  makes,  it  can  hardly  be  said 
that  the  rich  absorb-  a  very  excessive  share  even 
of  automobiles. 

G)m,  of  which  we  produce  75  per  cent,  of  the 
world's  supply,  is  a  common  source  of  sustenance 
for  the  whole  population ;  oil,  as  a  source  of  light, 
fuel  and  by-products  for  the  industries,  is  of  com- 
mon service,  and  so  is  copper,  zinc  and  coal,  the 
latter  being  the  chief  source  of  power  for  all  the 
industries ;  steel  is  devoted  to  the  industries ;  cot- 
ton is  the  clothing  material  of  the  millions.  Who 
will  be  most  benefited  by  greater  abundance  of  all 
these  products,  the  rich  or  the  poor?  Who  gets 
the  bulk  of  these  products,  or  the  service  from 
them  now,  and  who  will  derive  the  benefits  of  in- 
creased production? 

It  is  remarkable  that  the  United  States  should 
have  40  per  cent,  of  the  railroad  mileage  of  the 
world,  but  can  anyone  argue  that  it  has  more 
railroad  service  than  it  needs,  or  that  the  rich  en- 
joy most  of  the  benefits  of  railroad  service?  In- 
dustry is  embarrassed  in  all  parts  of  the  country 
now,  because  of  the  inadequacy  of  railroad  service, 
partly  resulting  from  discontent  stimulated  by 
such  reasoning  as  is  set  forth  in  the  article  quoted 
above,  and  partly  because  there  is  a  lack  of  avail- 
able capital  to  provide  needed  equipment  and  make 
needed  improvements. 

The  Reciprocity  of  Interests. 

The  quoted  article  is  typical  of  the  agitation 
which  is  deranging  industry,  curtailing  production, 
raising  the  cost  of  living  and  obstructing  the 
world's  recovery  from  the  losses  of  the  war.  The 
author  of  it  plainly  has  no  conception  of  the  fund- 
amental reciprocity  which  exists  throughout 
modern  industrial  society.  The  owners  of  in- 
dustries and  managers  of  business  are  as  much 
interested  in  the  widespread  distribution  and 
consumption  of  products  as  Mr.  Maurer  can  be. 
There  is  no  use  for  capital  except  in  supply- 
ing the  wants  of  the  population,  no  need  for  in- 
vestments or  chance  for  profits  unless  the  people 
are  able  to  buy  the  products.  If  profits  are  large, 
the  amount  of  new  capital  available  for  invest- 
ments will  be  large,  the  demand  for  labor  will  in- 
crease, the  expansion  of  production  will  be  rapid, 
and  more  goods  will  come  on  the  market  for  dis- 
tribution. 

Mr.  Maurer  is  right  in  one  respect,  whether 
he  grasps  the  full  significance  of  his  assump- 
tion or  not,  and  that  is  that  the  true  measure 
of  the  distribution  of  wealth  is  in  the  distribu- 
tion of  consumable  products,  rather  than  in 
the  ownership  of  productive  property.  The 
value  of  the  latter  is  in  the  goods  produced 
and  they  must  be  followed  into  consumption 
to  determine  who  derives  the  benefits.  When 
this  is  done  the  fallacy  of  current  theories  that 
two  or  three  per  cent  of  the  population  de- 


rive most  of  the  benefits  from  the  country's 
existing  weajth  is  clearly  apparent.  The  em- 
ployment of  the  industries  is  in  producing 
goods  for  the  masses  of  the  people,  and  there 
is  bound  to  be  such  a  continual  readjustment 
of  wages  and  prices  as  will  enable  the  con- 
suming public  to  take  the  current  production 
off  the  market,  otherwise  there  would  be  an 
accumulation  and  glut,  investments  would  be- 
come unprofitable,  and  further  accumulations 
of  capital  useless. 

The  Employing;  Ciass. 

The  proportion  of  the  country's  industrial  prod- 
uct that  is  consumed  by  the  people  included  in 
what  Mr.  Maurer  calls  the  "capitalist  class  and  all 
their  lackeys"  is  a  very  small  part  of  the  total. 
The  number  of  personal  incomes  of  $10,000  per 
year  and  over  in  this  country  in  1917  was  reported 
by  the  Commissioner  of  Internal  Revenue  at 
161,996,  and  the  number  of  $5,000  and  over  at 
432,662.  A  large  part  of  the  larger  incomes  is 
not  expended  upon  consumption  but  goes  back  into 
the  industries  for  their  development.  But  if  the 
total  of  all  personal  incomes  of  $10,000  and  over 
was  distributed  to  110,000,000  people  the  result 
would  be  only  $32  to  each,  while  if  the  total  of 
all  incomes  of  $5,000  and  over  were  divided  the 
result  would  be  only  $44  each. 

No  thinking  person  will  dismiss  the  entire  class 
of  proprietors  and  highly-paid  experts  as  con- 
tributing nothing  to  production.  Most  of  them 
have  made  their  own  way  and  come  to  the  front 
through  their  qualities  of  leadership  and  abilities 
to  accomplish  results.  They  have  accomplished 
the  innovations  which  have  made  the  productive 
power  of  the  American  workman  double  that  of 
any  other  workman  in  the  world. 

If  Mr.  Maurer's  contention  is  correct,  that  the 
present  owners  and  managers  of  industry  are 
superfluous,  why  not  proceed  to  eliminate  them 
by  the  old-fashioned  process  of  competition?  Any 
service  that  is  unneeded  can  be  dispensed  with 
without  a  revolution.  There  are  2,000,000  railway 
employees  in  the  United  States,  whose  incomes 
average  over  $1,500  per  year,  and  if  they  were  to 
save  on  an  average  $50  per  year  each  they  could 
buy  control  of  the  New  York  Central  system  in 
one  year,  of  Baltimore  &  Ohio  and  Erie  together 
in  less  time,  and  of  all  the  through  lines  between 
Chicago  and  New  York  within  five  years,  at  pres- 
ent market  prices  for  the  stocks.  We  offer  the 
suggestion  as  a  substitute  for  the  Plumb  plan,  and 
it  can  be  adapted  for  application  to  the  other 
industries. 

Wages  Versus  Capital. 

All  of  the  current  product  which  is  not  con- 
sumed remains  as  capital  to  promote  production 
in  the  future.  No  matter  who  owns  this  capital, 
so  long  as  it  is  employed  in  production  for  the 
public  market  it  is  devoted  to  the  common  welfare. 
What  proportion  of  the  proceeds  of  industry  shall 
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be  distributed  for  current  consumption  and  what 
proportion  shall  be  reserved  to  increase  produc- 
tion in  the  future,  thus  carrying  society  forward, 
cannot  be  determined  arbitrarily.  There  is  a  nor- 
mal balance  between  accumulations  of  capital  and 
the  average  wage  rate.  They  must  go  along  to- 
gether. If  too  much  is  distributed  in  wages  and 
not  enough  reserved  for  the  improvement  of  in- 
dustry, production  will  fail  to  keep  pace  with  in- 
creasing population,  and  progress  will  be  checked 
until  the  rising  compensation  for  capital  replen- 
ishes the  fund  available  for  improvements.  On 
the  other  hand,  if  too  much  is  withheld  from  dis- 
tribution, the  buying  power  of  the  population  will 
not  keep  pace  with  the  production  provided  by  the 
new  supplies  of  capital,  and  the  competition  of 
new  supplies  of  capital  for  investments  and  for 
labor  will  bring  down  the  compensation,  and  force 
a  larger  distribution. 

Samuel  Qompers  and  William  B.  Wilson 
on  Production. 

We  are  unwilling  to  allow  the  article  quoted 
above  to  pass  as  representative  of  the  most  intel- 
ligent or  most  influential  opinion  in  the  American 
Federation  of  Labor.  It  is  not.  The  radicals 
have  been  working  to  capture  the  Federation  and 
have  succeeded  in  getting  their  men  into  many 
positions  of  leadership,  and  of  dictating  in  many 
instances  the  policies,  but  the  leaders  of  experi- 
ence have  a  better  knowledge  of  the  economic 
law.  An  interview  by  Samuel  Crowther  with 
Samuel  Gompers,  which  appears  in  the  April 
number  of  System,  quotes  Mr.  Gompers  upon 
the  subject  of  Production  as  follows: 

"Only  out  of  production  can  we  all  grow  prosperous 
and  every  aid  to  production  that  does  not  involve  human 
waste  is  a  benefit  to  society.  If  the  added  production 
is  gained  at  the  cost  of  a  human  being  then  it  does  not 
help  society,  because  even  from  a  cold  standpoint  of 
economics  it  tends  toward  overproduction  by  destroying 
in  the  very  making  of  the  product  those  who  would  di- 
rectly or  indirectly  buy  that  product.  Whatever  are  the 
evils  in  the  distribution  of  the  products  of  work  (and 
there  are  many  of  them),  those  evils  are  not  going  to 
be  cured  by  producing  less. 

"That  will  not  solve  the  problem  of  distribution.  That 
will  provide  humanity  with  one  bone  instead  of  two  to 
snarl  about.  _  As  I  said  before,  I  am  in  favor  of  every 
possible  device  which  will  increase  the  productivity  of 
human  labor  and  increase  its  standards.  This  is  best 
done  with  the  assistance  of  science.  There  can  be  no 
objection  to  really  scientific  management — (not  the  so- 
called  scientific  management  with  its  stop-watch  methods 
and  bonuses),  that  which  is  for  the  benefit  of  all  of  the 
parties  to  industry  and  not  only  of  one.  As  an  em- 
ployer I  should  know  that  it  would  be  shortsighted  to 
expect  to  get  steadily  more  from  my  workers  and  at 
the  same  time  give  them  steadily  less. 

"The  better  industrial  engineers  who  are  interested  in 
improving  industry  and  not  merely  in  coddling  em- 
ployers know  this  to  be  a  fact  and  they  regard  an 
inequality  in  pay— that  is,  a  pay  which  is  less  than  the 
performance — as  a  waste  of  human  resource,  and  pur- 
sue such  wastes  as  belligerently  as  they  pursue  any 
other  wastes. 

"I  think  that  scientific  industrial  instruction  can  best 
be  given  and  possibly  can  be  given  only  in  cooperation 
with  the  workers  and  with  committees  of  the  workers 
so  that  none  will  have  to  work  blindly.    I  am  quite  sure 


that  the  assurance  that  the  improvement  of  methods 
will  be  for  all  will  invite  the  most  active  cooperation  on 
the  part  of  the  union  officers. 

"The  old  'ca'canny'  methods  originated  by  the  Scotch, 
the  limitation  of  production,  the  idea  that  there  is  only 
a  certain  amount  of  work  in  this  world  to  do  and  that 
it  must  be  spread  out  thin,  are  dead  and  ought  never  to 
be  revived,  and  will  never  be  revived.  As  an  employer 
I  should  discriminate  between  the  union  organized  for 
work  and  the  organization  falsely  called  a  'union'  which 
is  organized  to  prevent  work." 

The  Hon.  William  B.  Wilson,  Secretary  of 
Labor,  has  frequently  spoken  out  clearly  upon  this 
point.    In  one  of  his  speeches  he  said : 

"In  looking  back  over  the  history  of  our  industrial 
development  we  wonder  why  it  was  that  in  the  early 
days  of  the  introduction  of  labor-saving  devices  work- 
ingmen  vigorously  protested  against  them,  even  to  the 
extent  of  attempting  their  destruction.  We  have  made 
much  progress  since  then,  and  we  now  realize  that  every 
device,  and  every  method  that  can  be  introduced  by 
which  a  greater  amount  of  production  is  secured  by  the 
same  amount  of  labor  is  a  material  advantage  ulti- 
mately to  all  the  people  of  the  world.  The  experience 
of  the  boy  brings  out  clearly  the  reason  for  the  antago- 
nism of  workers  to  the  introduction  of  machines.  It 
was  due  to  the  fact  that  all  of  the  burdens,  all  of  the 
hardships  and  all  of  the  cost  of  readjustment  incident 
to  the  introduction  of  such  machines  had  to  be  borne 
by  the  wage  workers.  It  did  not  appeal  to  them  that 
future  benefits  would  be  derived  from  the  use  of  the 
machine  in  view  of  the  fact  that  it  brought  immediate 
and  present  want  to  them." 

These  expressions  are  sound  on  the  funda- 
mental proposition,  and  afford  a  basis  for  ap- 
proach to  all  industrial  disagreements.  There 
will  be  disagreements,  and  serious  ones,  but  if 
there  is  agreement  upon  the  basic  principle  that 
the  common  interests  of  society  shall  be  para- 
mount, the  conflicting  claims  can  be  adjusted. 

Wildcat  Flotations. 


We  referred  last  month  to  the  absorption  of 
capital  which  is  taking  place  over  the  country  by 
the  flotation  of  stock  companies  for  various  kinds 
of  enterprises,  some  no  doubt  meritorious,  but 
many  of  a  dubious  character,  and  most  of  them 
promoted  in  an  expensive  manner  which  is  a  seri- 
ous obstacle  to  success. 

Under  date  of  March  31  the  Iowa  Bankers 
Association  issued  another  of  a  series  of  circular 
letters  on  this  situation.  This  one  is  addressed 
to  (bounty  Agents  and  Secretaries  of  Commercial 
Clubs,  and  encloses  a  printed  questionnaire  which 
is  designed  to  be  submitted  to  traveling  stock  sales- 
men for  them  to  fill  out,  and  to  bring  out  the 
important  information  which  an  investor  should 
have,  including  the  amount  allowed  for  promotion 
expenses,  etc.  The  first  paragraph  of  this  letter 
describes  the  situation  as  follows : 

It  1b  more  than  well  known  to  you  that  Iowa  Is  today 
over-run  with  stock  salesmen.  Without  question  there  has 
come  to  yonr  attention  woeful  examples  of  how  the  farmers 
of  yonr  community  or  the  Inrtlvlduals  of  your  city  have 
pnl'l  the  price  of  investing  In  Blue-Sky  concerns.  It  Is  said 
that  J20fl,000.000  has  been  spent  In  Iowa  for  Blue-Sky  stock; 
much  of  which  has  been  found  to  be  absolutely  worthless 
and  a  total  loss  to  Investors.  Men  and  women  have  worked 
hard  for  years,  have  accrued  some  savings  and  property 
and  have  lost  a  ptreater  part  or  all  of  such  life's  earntnKS 
becanse  they  have  been  Influenced  by  the  smooth  tongrue 
of  some  Blue-Sky  artist,  to  exchange  that  savlnea  for  some 
certificate  of  worthies!  itock. 
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The  Des  Moines  Register  refers  to  the  discus- 
sion of  this  subject  in  this  letter  last  month  and 
says: 

It  U  ImpoHlble  to  utimatv  the  total  amount  of  credit 
that  haa  been  uaed  in  Iowa  In  the  laat  year  for  pnrchaae  of 

firomotlon  atocka,  that  credit  twins  rcpreaenteu  by  prom- 
■aory  note*.  In  elTect  the  laauance  of  all  theae  notea  haa 
conatltuted  In  Itself  an  pnonnoua  InRatloQ:  It  haa  raatly 
increased  the  amount  of  credit  in  circulation,  for  credit  In 
caaea  like  thia  rlrculatpa  aa  truly  aa  gold  itself.  Everybody 
now  undcratands  at  least  that  high  pricea  represent  chiefly 
depreciation  of  the  dollar,  and  that  depreciation  of  the  dol- 
lar la  due  to  the  fact  that  for  every  unit  of  consumption 
gooda  In  the  country  today  there  are  aeveral  tlmea  aa  many 
ooUara  In  currency  or  credit  circulatlns. 

The  Attoniey-General  of  the  State  of  Iowa  has 
made  the  statement  that  of  $3,800,000  subscribed 
to  the  capital  of  the  new  packing  company  organ- 
ized at  Des  Moines,  to  which  reference  was  made 
in  this  letter  last  month,  aboirt  $1,000,000  went 
for  promotion  fees. 

Additional  Branch  Banks. 

The  National  City  Bank  of  New  York  has  re- 
cently opened  three  additional  foreign  branches, 
and  the  International  Banking  Corporation, 
(owned  by  The  National  City  Bank)  has  opened 
one  new  foreign  branch.  The  two  organizations 
together  now  have  a  fotal  of  85  branches — The 
National  City  Bank  56,  and  the  International 
Banking  Corporation  29. 

Opening  of  the  City  Bank's  branch  in  Nuevitas 
gives  the  Bank  a  total  of  25  branches  on  the 
Island  of  Cuba  alone.  The  Bank's  new  branch 
at  Madrid  is  its  second  in  Spain,  and  its  branch 
at  Lima,  Peru,  gives  it  a  total  of  twenty  branches 
on  the  South  American  continent.  By  a  mere 
coincidence  the  branch  banking  houses  at  Madrid 
and  Lima — one  at  the  capital  of  modern  Spain, 
and  one  at  the  former  capital  of  the  Spanish 
empire  in  the  New  World — were  opened  on  the 
same  day. 

On  April  12  the  International  Banking  Cor- 
poration opened  at  Barahona  its  sixth  branch 
in  the  Dominican  Republic. 

Bond  Market. 


April  opened  with  a  continuation  of  the  con- 
ditions which  prevailed  during  March,  namely, 
steady  prices  and  a  broadening  interest  among 
investors.  The  market  received  a  real  test 
during  the  second  week  of  the  month  when 
$50,000,000  Pennsylvania  Railroad  Ten  Year 
7  per  cent  Bonds  and  $36,225,000  New  York 
Central  7  per  cent  Serial  Equipments  were  of- 
fered at  par  and  interest  and  were  promtly 
sold. 

During  the  middle  of  the  month  a  reaction 
set  in.  Prices  became  irregular  and  continued 
so  until  the  close.  United  States  Government 
bonds,  which  had  displayed  a  stronger  ten- 
dency at  the  opening  of  the  month  were  liqui- 
dated in  large  amounts,  the  selling  being  at- 
tributed to  the  necessity  of  large  holders  ob- 
taining funds  as  a  result  of  high  money  rates. 
In  spite  of  market  conditions  corporate   is- 


sues were  offered  in  substantial  amounts,  the 
tendency  turning  toward  fixed  maturity  obli- 
gations rather  than  preferred  stock  issues. 

The  appearance  of  7  per  cent  coupons  on  the 
bonds  of  our  standard  railroad  systems  leads 
to  an  interesting  comparison  with  conditions 
following  the  Civil  War.  The  railroads  at  that 
time  had  to  contend  with  a  period  of  recon- 
struction and  also  with  a  tremendous  national 
development.  The  following  is  a  list  of  a  few 
of  the  issues  which  were  offered,  together  with 
the  prices  which  were  ruling  in  1880  and  1890: 

Dated  Due  1880  1880 
Central      of      New      Jersey 

Cons.    7s     {15,000,000    1874     1899     106    121 

Chic,  liurlincton  &  Qulncy 

Cons.    7s 13,008,000     1873     1903     124     127 

Chic,  Milwaukee  A  St.  Paul 

Cons.    7s 7,304,000    1875    1005     115    120 

Chicago      &      Northwestern 

Cons.    7s 5,108,000    1885    1915    126    142 

Louisville  St  Nashville  Cons. 

78     7,070,000    1808     1898     117     118 

Michlean   Central  78 8,000,000    1872    1902    124    127 

New  York  Central  &  Hud- 
son Kiver  1st  78 18.465,000    1873    1903     130    130 

Union  I'aclflc  U.  U.  Sinking 

Fund    8s 13.0.10.000    1874     1803     116    116 

Morris  &  Essex  Ist  78 5,000,000     1864     1914     129     147 

Pennsylvania    R.    It.    (Pitts. 

&  St.  L.)  1st  7s 6,222,000    1808    1900    136    110 

Financial  comment  during  the  summer  and 
fall  of  1866,  a  year  and  a  half  after  the  close  of 
the  Civil  War,  was  somewhat  similar  to  pres- 
ent day  articles  on  financial  and  economic  con- 
ditions. The  following  quotation  from  a  let- 
ter by  Mr.  McCulloch,  Secretary  of  the  Treas- 
ury in  1866,  is  taken  from  the  Commercial  & 
Financial  Chronicle : 

"Since  March  1SC3  the  War  has  been  brought  to  a  suc- 
cessful conclusion  and  Immense  armies  have  been  dis- 
banded. If  no  other  nation  ever  rolled  up  a  debt  so  rapidly, 
none,  certainly,  ever  commenced  the  reduction  of  the  debt  so 
soon  after  Its  creation.  If  our  currency  is  depreciated  we 
have,  80  far,  escaped  the  financial  troubles  that  usually 
occur  among  nations  at  the  close  of  expensive  wars,  and 
which,  there  was  reason  to  apprehend,  would  happen  to  us 
at  the  termination  of  the  great  War  in  which  we  have  been 
engaged.  If  our  taxes  are  heavy,  our  resources  are  almost 
unlimited. 

"I  do  not  disguise  the  fact  that  great  financial  dUTlcut- 
tles  are  still  to  be  overcome:  that  onr  present  prosperity  is 
rather  apparent  than  real:  that  we  are  measuring  values  by 
B  falBc  standard  and  that  we  are,  in  fact,  exposed  to  all 
the  dangers  which  attend  an  Inflated  currency,  stimulate 
speculation  and  exFravasancc  and  lead  to  thriftlessness  and 
demoralization.  Before  the  country  becomes  again  really 
prosperous,  the  specie  standard  must  be  restored,  prices 
reduced,  Industry  stimulated,  the  products  of  the  country 
Increased  and  the  balance  of  trade  between  the  United 
States  and  other  nations  cease  to  be  against  us.  That  the 
country  will  be  again  thus  really  prosperous  Is  as  certain 
as  anything  in  the  future." 

The  combined  average  of  40  active  corporate 
issues  reported  by  the  Wall  Street  Journal  on 
April  27  was  74.09,  compared  with  77.68  for 
March  27  and  84.41  for  April  27,  1919. 

While  the  closing  weeks  of  April  have  dis- 
played pessimism  in  financial  circles,  neverthe- 
less conservative  investors  are  realizing  that 
the  present  oflPers  exceptional  opportunities 
for  obtaining  high  yields  on  securities  of  our 
strongest  corporations.  They  also  realize  that 
prices  may  go  lower  if  the  demand  for  capital 
continues,  but  the  trend  of  bond  prices,  which 
has  been  tending  downward  for  some  time 
past,  must  eventually  enter  the  upward  swing. 
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Investors  are  beginning  to  feel  that  through 
the  purchase  of  7  per  cent  coupons  today  they 
will  participate  in  a  repetition  of  the  financial 
history  which  followed  the  Civil  War. 

Railroad  and  Corporate  Issues. 

The  outstanding  feature  of  the  railroad  mar- 
ket was  the  prompt  sale  of  the  Pennsylvania 
and  New  York  Central  issues  and  the  mainte- 
nance of  their  prices  in  spite  of  the  declines  in 
general  issues  during  the  last  half  of  the 
month.  Many  high  grade  railroad  bonds  sold 
at  prices  which  yield  less  than  Liberty  Bonds 
at  their  low  levels  and  this  would  seem  to  in- 
dicate that  the  rails  have  been  purchased  for 
permanent  investment.  The  Supreme  Court 
decision  in  the  well  known  Reading  case  re- 
sulted in  active  speculation  in  Reading  General 
4s,  which  advanced  95^  points  to  82j4  and 
Reading- Jersey  Central  4s,  which  advanced  17 
points  to  89.  These  advances  served  to 
strengthen  the  issues  of  certain  railroads 
which  have  been  interested  in  Reading  securi- 
ties. 

Industrial  financing  continued  in  a  broad 
way  in  spite  of  discussions  regarding  the  con- 
traction of  general  business.  Some  of  the 
larger  offerings  include: 

ISO.OOO.OOO  Sinclair  Consolidated  Oil  7H%  Notes  to  yield  8% 
30.000.000  B.  F.  Goodrich   Co.  7%  Notes  to  ;leld  7.40% 
U^.OOO.OOO  American  Can  6  to  0  months   Notes  on  a  7^% 

basis 
7,500.000  Associated  Simmons  Hardware  Coa.  7%  Notes  to 

yield  7%% 
3,426,000  General  American   Tank  Car  7%  Eqalpments  to 

yield  7Vi% 
3,000,000  Consolidated    Textile    Corp.    7%    Notes    to    yield « 
7.30% 

Several  industrial  preferred  stock  issues 
were  oflfered  in  small  amounts  yielding  from 
7^  per  cent  to  8  per  cent.  Standard  Oil  Com- 
pany of  New  Jersey  oflFered  $100,000,000  7  per 
cent  Preferred  Stock  to  the  stockholders  at 
par. 

The  largest  oflFerings  of  public  utilities  in- 
cluded three  telephone  issues,  namely : 

123,000,000  Soathwestern   Bell   Telephone  of  Missouri   7s  to 
yield  7.80* 
.'^..'iOO.OOO  Bell  Telephone  of  Canada  7s  to   yield  7.30% 
1,000,000  Ohio    SUte    Telephone  7%   Notes    to    yield   from 
7%*    to   8% 

Other  public  utility  issues  include : 

$10,000,000  Pacific  Gas  &  Electric  7%  Notes  to  yield  7.70% 
2,000,000  BuTalo  General  Electric  7%  Notes  to  yield  7.G0% 
2,000,000  Mllwniikee  Electric    lUilway  &   Light  7%   Notes 

to  yield  8% 
2,300.000  Union     Electric    Light    &    Power    7%    Notes    to 

yield  8% 
2,000,000  United   Light  &   Railway  7%  Notes  to  yield  8% 

Qovemment  and  Municipal  Issues. 

The  market  for  United  States  Government 
bonds  was  extremely  erratic  throughout  the 
month.  Liberty  3j^s,  which  at  the  opening 
reached  a  high  of  97.80  compared  with  a  low 
of  94  in  February,  declined  to  9.5  before  the 
close.  The  fear  that  Congress  might  pass  a 
bill  providing  for  a  soldiers'  bonus,  thus  ne- 


cessitating another  bond  issue,  was  frequently 
cited  as  a  cause  for  the  extreme  liquidation, 
but  the  principal  selling  seemed  to  come  from 
corporations  which  preferred  to  sell  their  Gov- 
ernment bonds  rather  than  pay  from  8  per  cent 
to  10  per  cent  for  money  which  they  needed  as 
working  capital.  Another  important  influence 
was  undoubtedly  the  withdrawal  of  market 
support  by  the  Treasury  Department  in  con- 
nection with  purchases  for  the  5  per  cent 
Fund.  The  4j4  per  cent  issues  were  heavily 
traded,  the  Fourth  4j4s  reaching  a  low  price 
of  845^  to  yield  about  5.60  per  cent,  while  the 
Victory  4^s  sold  at  96  to  yield  about  6.15  per 
cent. 

The  municipal  market  was  fairly  active  with 
firm  prices  at  the  opening  of  the  month  and 
during  the  first  week  there  was  a  substantial 
volume  of  new  offerings,  the  largest  being  $7,- 
868,000  State  of  Massachusetts  Serial  4^^  per 
cent  and  5  per  cent  bonds  at  prices  to  yield 
from  4^  per  cent  to  5  per  cent.  Last  month 
an  issue  of  $2,700,000  State  of  Massachusetts 
Serial  5s  were  sold  at  prices  to  yield  from 
4.55  per  cent  to  5.25  per  cent.  The  decline  in 
the  Government  bond  market  found  its  reflec- 
tion in  the  municipal  market  and  during  the 
last  half  of  the  month  the  inquiry  for  munici- 
pals diminished  materially.  A  number  of  im- 
portant issues  which  were  advertised  were  not 
sold  as  a  result  of  the  interest  rates  being  too 
low  to  allow  their  sale  at  par  or  better  as  re- 
quired by  law.  Canadian  issues  were  in  fair 
demand,  an  issue  of  $6,800,000  Province  of  On- 
tario Five  Year  6s  being  oflFered  on  a  7.20  per 
cent  basis. 

Federal  Reserre  Bank  Discount  Rates. 

Rates  on  paper  discounted  for  member  banks  in  effect 

April  27,  1920. 
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S 

6 

6 
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New  York 

S 

5 
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S 

6 

6 

6 
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S 
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6 

6 

6 
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5 -4 

5 

S'4 

5'4 

s^ 

6 

6 

Richmond 

5 '4 

5 
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S 

6 

6 

6 

Atlanta 

S'4 

5 
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6 

6 

6 
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5'4 

5 

S'4 
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6 

6 

6 

St.  Louis 

S'4 

5 

S'4 

5 

6 

6 

6 
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5 '4 

5 
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S 

S^ 

6 

6 

Kansas  City 

5 

5 
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6 

6 

6 
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5 

S 
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5 '4 

6 

6 

6 

San  Francisco 

5 

5 

S'A 

S'A 

6 

6 

6 

Note — Rate  on  paper  secured  by  War  Finance  Cor- 
poration bonds  1  per  cent  higher  than  rate  on  com- 
mercial paper  shown  in  column  6. 
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General  Business  Conditions. 

THE  recent  partial  breakdown  of  our 
transportation  system,  causing  in 
some  quarters  a  refusal  to  renew 
credits,  has  resulted  in  realizing 
sales  of  merchandise.  However,  there 
is  a  tendency  to  exaggerate  their  importance  in 
the  general  business  situation.  There  is  no  doubt 
that  credit  here,  as  in  all  of  the  principal  countries 
of  the  world,  is  inflated.  But  it  would  be  a  mis- 
take to  assume  that  we  are  on  the  eve  of  imme- 
diate deflation  on  a  large  scale.  The  great  need 
of  the  time  is  an  increase  of  production,  and  in 
the  long  run  a  large  output  of  necessary  goods 
will  be  the  chief  instrument  in  reducing  the  rela- 
tive amount  of  credit  used  in  the  conduct  of  busi- 
ness. Immediate  and  drastic  steps  should  be 
taken  to  cure  our  transportation  evils,  but  when 
it  comes  to  what  is  called  the  rationing  of  credit, 
it  is  important  that  every  case  be  considered  on 
its  individual  merits,  and  that  the  greatest  dfs- 
crimination  be  exercised  in  order  to  facilitate  the 
production  of  necessary  goods. 

Inadequate  Transportation. 

The  most  serious  phase  of  our  present  situation 
is  the  deplorable  state  of  railway  transport. 
The  outlaw  strike  of  the  switchmen,  which  has 
not  yet  come  to  an  end  in  some  parts  of  the  coun- 
try, has  almost  paralyzed  the  movement  of 
goods.  In  all  industrial  centers,  railroad  ter- 
minals and  ports,  merchandise  is  gathered  in 
mountains  awaiting  shipment.  During  the 
month  of  April  over  fifty  thousand  automo- 
biles were  driven  from  western  factories  to 
distribution  points  in  the  East  and  elsewhere, 
in  some  cases  being  carried  under  their  own 
power  for  more  than  one  thousand  miles.  At 
a  time  when  the  foreign  demand  for  American 
cars  is  largely  increasing,  inadequate  railroad 
transportation  has  reduced  the  automobile  in- 
dustry to  sixty-five  per  cent  of  its  normal  pro- 
duction and  has  had  an  even  more  disastrous 
effect  on  the  steel  business.  In  1916,  1917 
and  1918,  the  per  ton  mile  of  freight  increased 
47  percent,  while  the  freight  cars  in 
service  during  the  same  period  increased  only 
1.9%.     In  many  of  the  great  cities,  and  espe- 
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cially  in  New  York,  the  food  supply  of  the 
population  is  being  jeopardized.  As  was  said 
in  the  Bulletin  of  the  Merchants  Association  of 
New  York,  "a  condition  which  compels  south- 
ern farmers  to  plow  their  crops  under  while 
the  consumers  of  this  city  cannot  purchase 
food  is  intolerable."  The  impossibility  of  mov- 
ing freight  from  places  where  it  is  produced 
to  points  where  it  is  needed  has  put  a  heavy 
strain  upon  bank  credit.  In  the  Northwest,  it 
is  urgent  that  grain  be  moved,  and  yet  in  that 
region  there  are  73%  more  coal  cars  and  16% 
fewer  box  cars  than  are  needed.  As  a  result, 
it  has  been  necessary  to  extend  paper,  which 
should  run  only  ninety  days,  to  eight  and  even 
ten  months,  because  the  owners  of  the  grain 
cannot  realize  on  it.  In  the  same  way,  the  tie- 
up  of  transportation  has  had  a  disastrous  effect 
upon  our  entire  industrial  and  commercial  life. 
Until  this  great  problem  is  solved,  the  business 
life  of  the  country  can  not  continue  to  func- 
tion properly. 

Retail  Trade. 

The  insufficiency  of  railroad  transportation  and 
the  tightening  of  credit  have  brought  about  clear- 
ance sales  of  merchandise  at  retail,  and  this  move- 
ment, begun  in  the  east,  has  somewhat  affected 
other  centres.  Unseasonable  weather  and  the  tie- 
up  of  funds  left  some  retailers  with  large  stocks 
on  hand.  Then  the  banks  demanded  liquidation 
and  the  public,  having  finished  its  saturnalia  of  ex- 
travagant spending,  struck  at  the  high  prices.  Re- 
ductions of  from  20  to  50  percent  created  an 
unprecedented  demand.  Some  department 
stores  have  even  cut  the  price  of  food  in  their 
restaurants,  and  in  Omaha  the  prices  of  auto- 
mobiles have  been  reduced  by  from  $250  to 
$400. 

Shoes,  cotton  and  woolen  goods,  silks  and 
furs  have  met  with  important  reductions.  As 
an  indication  that  extravagant  buyirig  has  di- 
minished, jewelry  and  other  luxuries  even 
show  a  lessened  demand  at  the  lower  prices. 
For  more  than  three  years  retailers  have  been 
competing  with  each  other  to  get  goods  and 
this  competition  has  resulted  in  an  inflation  of 
credit. 


Those  desiring  this  Letter  sent  them  regiilarly  will  receiTe  it  without  charge  npoo  application 


Not  too  much  should  be  expected,  however, 
from  the  sporadic  price-cutting  of  the  moment. 
This  country,  as  well  as  the  rest  of  the  world, 
is  suffering  from  an  under-production  of  es- 
sential goods,  and  a  permanent  lowering  of 
prices  is  dependent  upon  the  deflation  of  credit 
and  currency  and  a  reduction  of  industrial 
costs  by  a  scaling-down  of  wages  and  of  the 
cost  of  primary  materials.  These  operations 
require  time,  and  until  they  are  accomplished, 
and  until  production  is  notably  increased,  it 
is  improbable  that  a  lower  permanent  price 
level  will  be  maintained. 

Manufacturing  Activity. 

Throughout  the  country  generally  the  defec- 
tive railroad  service  throws  its  shadow  over 
manufacturing  operations.  In  steel  and  al- 
lied industries,  the  delay  in  obtaining  raw 
materials,  if  long  continued,  may  become  most 
serious.  Unfilled  steel  orders  appear  to  be 
unusually  heavy,  but  this  is  owing  to  the 
fact  that  shipments  which  should  have  been 
made  sometime  ago  are  still  held  up.  Ameri- 
can steel  and  iron  are  keenly  demanded 
abroad,  at  prices  somewhat  above  those  here. 
In  the  Pittsburgh  region,  there  is  a  stupendous 
accumulation  of  about  1,500,000  tons.  The  en- 
tire steel  industry  as  well  as  other  important 
lines  are  facing  the  possibility  of  a  serious  coal 
shortage,  which  would  tend  not  only  to  ham- 
per manufacturing  operations,  but  to  increase 
their  cost.  The  curtailment  of  production  in 
steel  and  related  branches  is  causing  such  con- 
cerns as  Ford  of  Detroit  and  others  to  reduce 
their  office  forces  by  20  per  cent.  In  the 
South,  the  iron  production  is  large,  with  or- 
ders from  Italy  and  Germany  in  hand,  but  lack 
of  transportation  is  holding  business  in  check. 

Textiles. 

All  the  textile  raw  materials,  wool,  cotton, 
jute,  silk,  etc.,  are  tending  lower,  and  the 
stocks  which  manufacturers  have  on  hand,  with 
some  exceptions,  are  not  large.  Manufac- 
turers generally  regard  some  reduction  in  prices 
as  inevitable,  and  would  in  fact  welcome  it, 
desiring  of  course  that  it  should  be  gradual  in 
order  not  to  demoralize  operations. 

Some  of  the  larger  manufacturers  of  woolen 
goods  have  recently  declared  wage  increases, 
the  American  Woolen  Company  adding  15%, 
which  will  total,  since  January,  1916,  an  in- 
crease of  111%  to  its  employes.  The  following 
remarks  made  by  Mr.  Nathaniel  Stevens,  presi- 
dent of  the  Woolen  Goods  Exchange,  at  the 
annual  meeting  in  New  York,  shows  the  basic 
conditions  in  this  industry : 

"At  the  time  of  our  last  annual  meeting  the  industry  was 
recovcrinir  from  depression  c.nuscd  by  cancellation  of  Gov- 
ernment orders.  During  the  last  year  we  have  been  in  the 
midst  of  an  active  market  with  advancing  prices.  The 
•cene  has  changed  again,  and  we  are  face  to  face  with 
serious  problems.     We  have  now  before  us  the  problems 


which  faced  the  manufacturers  at  the  close  of  the  Civil 
War.  They  are  problems  which  this  generation  has  never 
been  called  upon  to  meet. 

"We  are  confronted  with  high  priced  raw  materials  >nd 
extreme  labor  costs,  which  in  the  future  must  be  revised. 
One  of  the  most  serious  situations  we  have  to  consider 
is  the  utterly  deplorable  condition  of  the  transportation  sys- 
tem of  the  country.  It  is  a  great  industry  which  is  vital 
to  our  own  business.  Without  sufficient  transportation  to 
move  our  inward  and  outward  freight,  it  is  useless  to  manu- 
facture. I  have  no  hesitation  in  saying  that  millions  of 
dollars'  worth  of  goods  are  in  the  hands  of  the  manufac- 
turers which  could  be  consiuued  but  for  inadequate  trans- 
portation. 

"We  are  fortunate  at  this  time  in  having  a  good  bank- 
ing system  and  a  population  of  more  than  ioo.ooo.ooo  people 
to  consume  our  products.  The  days  of  wearing  overalls 
and  worn-out  clothing  will  soon  be  over,  and  when  the  con- 
suming public  believes  prices  stable,  a  demand  will  arise 
which  will   employ  machinery  to  its  fullest  extent." 

The  retail  stores  are  cancelling  their  orders 
for  clothing  on  a  very  considerable  scale.  The 
most  difficult  problem  that  is  facing  not  only 
the  manufacturer  and  jobber  of  woolens,  but 
the  maker  of  apparel,  is  to  determine  how  far 
the  present  tendency  of  the  public  to  reduce 
their  purchases  of  clothing  will  go. 

Cotton  Goods. 

If  transportation  and  the  price  situation  were 
normal,  it  is  probable  that,  in  the  aggregate, 
the  accumulations  of  cotton  goods  at  the  mills 
would  not  overwhelm  the  market.  The  con- 
sumer, feeling  that  retail  prices  are  too  high, 
shows  a  tendency  to  restrict  his  purchases. 
The  American  Wool  and  Cotton  Reporter,  recog- 
nizing that  prices  must  be  reduced  in  order  to 
bring  the  public  into  the  market  on  a  large 
scale,  has  this  to  say : 

When  over  75  cents  a  yard  is  asked  for  ordinary  percales 
of  unsatisfactory  patterns,  and  when  150  per  cent,  gross 
profit,  or  more,  is  asked  for  low  quality  voiles,  it  is  time 
to  call  a  halt.  The  manufacturer  has  obtained  large  profits, 
but  they  are  ridiculously  small  as  compared  with  what  the 
retailer  has  been  adding  to  the  price  of  goods,  and  which 
have  been  responsible  for  the  reduced  distribution.  A 
much  better  balance  between  supply  and  demand  has  been 
established,  and  it  probably  will  not  be  long  before  there 
will  be  a  much  more  stable  market,  and  a  buyer  can  place 
orders  with  reasonable  assurance  that  lower  prices  cannot 
be  expected  before  the  goods  can  be  disposed  of. 

Farm  Production  and  Food  Products. 

According  to  present  indications,  the  cotton 
crop  will  not  be  any  better  than  last  year.  Ex- 
cessive rains  in  the  southeastern  states  have 
necessitated  a  great  deal  of  replanting,  al- 
though in  Texas  it  is  believed  that  they  have 
improved  the  crop.  Some  decline  in  the  Brit- 
ish and  general  European  demand  for  cotton 
has  been  noticed  recently,  the  disinclination  to 
buy  being  accentuated  by  the  depreciation  of 
their  exchanges.  On  the  continent,  some  mer- 
chants are  seeking  to  cancel  their  cotton  ship- 
ments due  for  delivery  next  fall.  The  produc- 
tion here  is  suffering  from  an  acute  shortage 
of  labor,  and  while  some  advocate  a  large  in- 
crease in  acreage,  others  fear  that  there  are  not 
enough  laborers  to  care  for  the  plant  during 
its  growing  period,  especially  if  the  heavy 
rains  cause  an  unusual  growth  of  grass.    Ac- 


cording  to  the  United  States  census  bureau, 
the  supply  of  raw  cotton  is  at  the  lowest  point 
in  history.  It  is  estimated  that  in  all  the  mark- 
ets of  the  world,  the  total  supply  of  American 
cotton  is  about  4,000,000  bales,  of  which  nearly 
one-third  cannot  be  used  for  spinning.  A  reso- 
lution was  recently  passed  by  Congress  re- 
questing American  consuls  to  co-operate  with 
governmental  departments  in  order  to  deter- 
mine how  much  cotton  will  be  needed  by 
manufacturers  abroad  before  the  1920  crop  be- 
comes available. 

Qraln  and  Foodstuffs. 

In  the  northwest  a  marked  improvement  in 
the  weather  permits  the  sowing  of  barley  and 
oats,  and  corn  will  soon  be  planted.  The  wheat 
acreage,  although  less  than  that  of  last  year, 
will  be  made  up  by  a  larger  sowing  of  barley, 
oats  and  flax.  In  the  southwest,  abundant  rain 
and  warmer  weather  are  rapidly  bringing  the 
wheat  crops  to  maturity.  In  general,  winter 
wheat  is  making  satisfactory  progress  and  in 
many  instances  has  shown  recently  a  very 
marked  improvement.  Generally  speaking,  the 
early  sown  spring  wheat  has  come  up  to  a 
good  stand.  Both  oats  and  barley  are  doing 
especially  well  in  the  central  part  of  the  coun- 
try. 

Prices  paid  for  farm  products  at  the  farm 
show  a  decided  tendency  to  recover  from  their 
recent  slump.  According  to  the  monthly  re- 
port of  the  Department  of  Agriculture,  pro- 
ducers of  the  principal  crops  received  a  gen-, 
cral  advance  of  8.4  per  cent,  over  the  figures 
for  April.  On  the  other  hand,  there  are  many 
indications  that  the  prices  of  food  will  begin 
to  decline  very  soon.  According  to  Mr.  H.  H. 
Jones,  Commissioner  of  Foods  and  Markets  of 
New  York  City,  the  food  cost  decline  is  not  a 
deliberate  price-cutting. 

"It  is  the  n<itural  development  of  natural  causes.  It 
points  to  a  steady  decline  all  through  the  summer  as  the 
supplies  increase.  Last  week  farm  products  went  down 
markedly  except  in  the  case  of  potatoes,  for  large  supplies 
were  coming  in  from  the  South.  With  good  weather  keep- 
ing up.  the  Interstate  Commerce  Commission  seeing  to  it 
that  shippers  get  freight  cars  and  the  transportation  situ- 
ation clearing  up  generally  there  ought  to  be  good  news 
for  Mr.  and  Mrs.  Charles  J.  Consumer  and  the  little  con- 
sumers. 

"Retailers  have  had  a  part  in  the  price  reduction  by  re- 
fusing to  pay  the  extortionate  prices  demanded  by  the 
wholesalers.  Let  consumers  take  the  hint  in  food  and  in 
everything  else  and  we  will  see  prices  come  down  with  a 
run  and  stay  down.  Something  of  that  sort  is  going  on 
now.  Vegetables  have  fallen  off  20  to  25  per  cent.  Meat 
on  the  hoof  is  dropping  because  the  farmer  finds  it  too 
costly  to  feed  and  must  sell.  Lambs  have  dropped  2  cents 
a  pound,  for  example.  Veal  is  on  i  cent  and  hogs  3 
cents  in  the  List  two  or  three  weeks.  The  farmer  is  get- 
ting lower  prices  for  his  butter  and  eggs.  The  whole  situ- 
ation is  encouraging." 

Bradstreet's  Index  Number  for  the  week  end- 
ing May  22,  based  on  the  prices  per  pound  of 
thirty-one  articles  used  for  food,  is  $4.97,  which 
compares  with  $4.97  for  the  week  previous  and 
$5.09  for  the  week  ending  May  22,  1919.    This 


week's  number  is  unchanged  from  last  week,  but 
shows  a  loss  of  2.3  per  cent,  from  the  like  week 
of  last  year. 

Among  the  staple  grains,  corn  is  down  10 
cents  a  bushel;  rye,  12  to  18  cents;  oats,  6 
cents;  barley,  5  to  7  cents;  wheat,  IS  to  20 
cents.  As  a  result,  flour  is  cheaper  and  meat 
also.  It  is  probable  that  dairy  products  will 
also  decline  as  soon  as  transportation  improves. 

Sugar. 

Mr.  Hoover,  testifying  before  the  House 
committee  regarding  the  sugar  situation,  de- 
clared that  the  price  per  pound,  instead  of  22 
to  25  cents,  would  now  be  12j^  cents  if  the 
sugar  equalization  board  had  been  authorized 
to  purchase  the  Cuban  crop  last  July,  when  it 
was  offered  at  6>2  cents.  Mr.  Hoover  re- 
marked that  one  of  the  reasons  for  the  high 
cost  of  sugar  to-day  was  the  world  competition 
for  the  Cuban  crop.  He  said  that  the  Cuban 
planters  themselves,  even  though  they  bene- 
fited tremendously,  for  the  time  being,  from 
the  high  prices  prevailing,  were  opposed  to 
them  because  it  means  that  sugar  production 
will  be  greatly  stimulated  in  all  parts  of  the 
world  and  thus  will  ultimately  react  against 
them.  Mr.  Hoover  recommended  rationing  of 
sugar  as  a  means  of  preventing  its  price  from 
going  higher. 

Labor  Conditions. 


As  has  already  been  remarked,  the  dearth  of 
transportation,  reducing  supplies  of  fuel  and 
raw  materials,  has  caused  much  idleness  in 
the  industrial  centres.  In  Detroit,  30,000  men 
are  out  of  work.  At  Haverhill,  the  shoe  fac- 
tories have  dropped  nearly  1,000  cutters.  Many 
cotton  goods  mills,  especially  in  New  York, 
are  contemplating  a  shutdown,  as  their  em- 
ployees appear  disinclined  to  work  on  full 
time,  while  in  Bridgeport  some  plants  are  oper- 
ating only  three  days  a  week. 

There  is  a  curious  situation  among  the  tex- 
tile workers,  where  15  per  cent,  wage  increases 
have  recently  been  granted,  affecting  300,000 
operatives,  in  spite  of  the  fact  that  there  has 
been  heavy  reductions  in  the  retail  stores  of 
cotton  and  woolen  apparel. 

It  is  on  the  farm  that  the  labor  shortage  is 
most  acute.  Unless  immediate  steps  are  taken 
to  shift  more  workers  to  the  farms,  there  is 
danger  of  a  drastic  curtailment  of  agricultural 
production.  For  some  time,  as  we  have  on 
several  occasions  pointed  out,  the  "farm  to 
city"  movement  of  labor  has  been  increasing 
the  output  of  automobiles,  steel  products,  etc., 
at  the  expense  of  the  nation's  food  supply.  Not 
only  the  high  wages,  but  the  short  hours  are 
an  inducement  for  the  farm  hands  to  seek  em- 
ployment in  the  city.  From  all  parts  of  the 
country,  with  the  exception  of  the  Pacific 
states,  nothing  seems  to  stop  this  emigration  from 


the  land.  The  Council  of  National  Dcfenco  will 
be  asked  by  Secretary  of  War  Baker  to  txjnsider 
the  advisability  of  curtailing  some  of  the  non- 
essential industries  in  order  to  divert  labor  to 
farm  work.  \\'e  have  here  a  problem  whose  solu- 
tion is  of  the  utmost  urgency,  for  agricultural 
production  on  a  large  scale  is  of  vital  moment, 
not  only  for  our  own  people,  but  for  the  entire 
world. 

Renewed  Immisratlon. 

According  to  the  Journal  of  Commerce,  in 
spite  of  fewer  steamship  entries,  nearly  9,000 
new  immigrants  arrived  at  Ellis  Island  last 
week.  The  Superintendent,  Mr.  P.  A.  Baker, 
said: 

Iminigrants  are  coming  to  this  country  as  fast  as  the 
limited  transportation   facilities  can  bring  them. 

There  is  every  evidence  that  even  with  the  post-war 
passport  restrictions  there  would  be  the  jrrcatcst  rush  of 
people  to  this  country  ever  known  in  the  history  of  immi- 
gration if  there  ^yere  only  ships  to  bring  ihqm. 

Few  of  the  immigration  theorists  ever  stop  to  consider 
what  New  York  as  a  port,  suffered  by  the  war. 

Considering  the  great  loss  of  ships  and  the  further  cui^ 
tailment  by  the  passport  requirement,  the  average  of  10,000 
incoming  aliens  a  week  must  be  taken  to  mean  that  if  tlie 
old  vessels  were  here  again  we  would  be  swamped  with 
immigrants  seeking  to  put  war-stricken  Europe  behind  them. 

The  Revival  of  Railroad  Credit. 

1  In  the  nine  months  subsequent  to  last  July, 
practically  no  financing  was  undertaken  by 
any  American  railroad  for  the  purpose  of  rais- 
ing fresh  capital  for  additions,  betterments  or 
equipment.  Such  a  long  period  of  absence 
from  the  investment  markets  is  without  prece- 
dent. The  past  two  months,  however,  have 
witnessed,  a  surprising  revival,  approximately 
$200,000,000  of  new  securities  having  been  is- 
sued by  the  railroads  and  purchased  by  in- 
vestors. This  change  is  due  primarily  to  two 
causes. 

The  Transportation  Act  of  1920  became  a 
law  on  February  28th,  and  has  been  generally 
accepted  as  the  first  really  constructive  rail- 
road legislation  since  the  Interstate  Commerce 
Act  itself.  Increased  confidence  in  railroad  se- 
curities was  promptly,  demonstrated  by  a  rise 
in  prices  on  the  Stock  Exchange. 

Second,  the  offerings  by  some  of  the  premier 
railroads  of  their  ten  year  7%  bonds  at  par 
have  made  an  appeal  that  investors  could  not 
resist.  One  must  go  back  forty-five  years  to 
find  the  Pennsylvania  Railroad  Company,  for 
example,  selling  a  7%  obligation. 

No  deterioration  of  railroad  credit  is  indi- 
cated by  the  high  bases  on  which  this  recent 
financing  has  been  done,  since  industrial  cor- 
porations of  the  best  credit  have  contem- 
poraneously offered  their  bonds  and  notes  to 
the  public  on  a.  7 1/2%  and  8%  basis.  These 
very  high  rates  are  world  wide  and  reflect  the 
enormous  demand  for  capital  by  enterprise  of 
all.  kinds.  The  fact  is  that  railroad  securities 
have  always  been  preferred  investments   in 


this  country,  and  it  should  be  possible  for  a 
number  of  strong  companies  to  raise  substan- 
tial amounts  of  money  from  time  to  time  un- 
less the  entire  investment  market  receives  a 
check.  The  recent  railroad  financing  has  been 
confined  to  those  carriers  enjoying  the  high- 
est credit,  such  as  the  Pennsylvania,  New  York 
Central,  Northern  Pacific,  etc.,  but  the  public 
financing  of  the  weaker  roads  is,  in  all  prob- 
ability, out  of  the  question  for  the  moment. 

Commerce  requires  large  amounts  of  money 
to  be  spent  on  the  railroads  but  all  borrowers 
are  seriously  embarrassed  by  the  state  of  the 
market.  In  investment  banking  there  are 
three  reservoirs  from  which  to  draw ;  that  of 
institutional  money,  that  of  large  individual 
capital,  and  that  of  small  capital.  The  reser- 
voir of  institutional  capital  is  available  only 
to  a  very  limited  extent  at  the  present  time. 
The  reservoir  of  large  individual  capital  is 
practically  closed  to  taxable  securities,  and 
it  is,  in  any  event,  greatly  diminished  in  size 
as  the  result  of  the  surtaxes  on  incomes. 
Therefore  the  investment  bankers  must  turn 
to  the  reservoir  of  small  individual  capital, 
which  is  a  very  broad  one,  and  one  which  has 
increased  in  size  materially  since  the  begin- 
ning of  the  war,  but  it  is  a  very  shallow  reser- 
voir and  is  drained  dry  by  a  rapid  output  of 
new  securities.  For  this  reason  investment 
bankers  have  been  very  cautious  in  estimating 
the  arhount  of  public  financing  that  the  rail- 
roads could  successfully  do  this  year. 

The  Needs  cf  the  Railroads  for  New  Capital. 

Every  industry  needs  more  capital  today 
but  not  one  needs  it  more  desperately  than 
the  transportation  industry.  The  railroads' 
problem  is  the  more  acute  because  they  must 
make  up  past  deficiencies  as  well  as  prepare 
for  future  needs.  A  progressive  management 
endeavors  to  keep  from  five  to  seven  years 
ahead  of  actual  traffic  demands.  Today  the 
railroads  are  far  behind  current  demands.  The 
blame  for  this  situation  rests  on  the  public, 
not  on  the  railroad  managements.  After  the 
adverse  decision  in  the  1911  Rate  Cases  the 
amount  of  new  money  which  the  railroads 
were  able  to  raise  by  the  sale  of  their  securi- 
ties steadily  diminished.  The  amount  invested 
in  1916  was  onlv  30%  of  the  amount  invested 
in  1911.  While  an  average  of  $600,000,000  per 
annum  was  spent  for  additions,  betterments 
and  equipment  during  the  two  years  of  Federal 
control,  this  sum,  because  of  the  great  advance 
in  the  prices  of  labor  and  materials,  was  far 
short  of  the  minimum  requirements.  It  will 
be  impossible  to  correct  in  a  few  months  the 
deficiencies  which  have  been  accumulating  for 
years.  The  shippers  who  a  few  years  ago 
fought  the  railroads  before  the  Commission  so 
vigorously  must  for  the  present  be  content 


with  the  kind  of  transportation  they  were 
willing  to  pay  for.  The  country  is  now  pay- 
ing the  price  of  the  policy  of  repression  which 
dates  back  to  1911. 

■  Testimony  was  recently  offered  in  Washing- 
ton by  railroad  executives  showing  that  $610,- 
000,000  of  equipment  is  needed  at  once  if  the 
carriers  are  to  give  good  service.  These  esti- 
mates call  for 

100,000  freight  cars  costing  $370,000,000 
3,000  passenger  cars   "  90,000,000 

1,000  baggage  cars      "  20,000,000 

2,000  locomotives         "         130,000,000 

Between  1906  and  1916,  150,600  new  freight 
cars  were  put  in  service  annually,  while  80,000 
to  85,000  were  retired  each  year.  In  1917-1918- 
1919,  new  cars  averaged  less  than  100,000  per 
year.  In  the  decade  prior  to  the  war,  3,100 
new  passenger  cars  were  added  to  the  equip- 
ment list  annually.  In  1918  only  131  new  cars 
were  delivered  and  in  1919  only  292.  By  a 
similar  calculation  it  is  demonstrable  that 
there  is  a  present  shortage  of  3,000  locomo- 
tives. 

The  necessity  of  getting  maximum  service 
out  of  existing  equipment  prevents  proper 
maintenance.  In  August,  1917,  14%  of  the 
freight  locomotives  of  the  country  were  in  bad 
order.  -In  January.  1920,  27.3%  were  non- 
serviceable.  Complaints  are  also  general  that 
freight  equipment  has  seriously  deteriorated 
during  the  Federal  control  period. 

The  Transportation  Act  appropriated  $300,- 
000,000  to  be  used  for  the  purpose  of  enabling 
the  carriers  properly  to  serve  the  public  dur- 
ing the  transition  period  immediately  follow- 
ing Federal  control.  The  framers  of  the  legis- 
lation believed  that  the  other  provisions  of  the 
Act  would  restore  credit  sufficiently  to  enable 
the  stronger  companies  to  finance  themselves 
and  that  this  fund  should  be  largely  reserved 
for  the  weaker  roads.  In  view  of  the  urgent 
demand  for  increased  facilities  the  proposal 
has  recently  been  made  that  an  add'tional 
$300,000,000  to  $500,000,000  be  appropriated. 
While  it  is  perfectly  true  that  the  United 
States  could  scarcely  invest  money  to  greater 
advantage  than  by  assisting  the  railroads,  it 
is  also  true  that  such  further  appropriation 
cannot  be  justified  if  more  burdensome  taxa- 
tion should  result.  The  Government  already 
owns  $354,000,000  of  equipment  trust  certifir 
cates  and  $490,000,000  of  additional  debt  evi- 
denced by  bonds  or  notes ;  if  the  $300,000,000 
appropriated  by  the  Transportation  Act  is  also 
invested  forthwith  in  railway  loans  the  Gov- 
ernment will  hold  approximately  $1,100,000,- 
000  of  the  railway  securities  of  the  ■country. 


The  Railroad  Blockaide. 

Railroad  transportation  during  the  past 
month  or  so  has'  come  perilously  close  to  a 
complete  breakdown.  The  shortage  of  facili- 
ties described  above,  is  only  in  part  respons- 
ible. The  so-called  "outlaw"  switchmen's 
strike,  intensifj'ing  the  shortage  of  man  power 
on  the  roads,  is  far  more  to  blame.  Western 
shippers  were  so  roused  that  a  delegation  ap- 
peared in  Washington  before  the  House  and 
Senate  Committees  on  Interstate  Commerces.^ 
They  testified  that  there  are  32,000,000  bushels 
of  grain  of  last  year's  crop  in  country  eleva-, 
tors  which  cannot  move  into  consumption  be* 
cause  cars  are  not  available.  They  also  re- 
ported that  there  is  today  a  large  amount  of 
grain  in  the  terminal  elevators  in  Minneapolis 
that  was  sold  for  export  as  long  ago  as  last 
December.  The  general  manager  of  a  short 
line  railroad  in  Texas  testified  that  on  the 
Rio  Grande  within  the  past  sixty  days  farmers 
have  lost,  according  to  calculations,  over  $1,- 
000,000  on  cabbages  and  potatoes  which  rotted 
because  there  were  no  cars.  From  the  Pitts- 
burgh district  comes  the  report  that  a  million 
and  a  half  tons  of  fabricated  steel  have  accu- 
mulated in  the  mills.  It  is  also  said  that  a 
car  load  of  steel  which  left  Pittsburgh  Jan- 
uary 4th  arrived  in  New  York  May  14th.  Mo- 
tor trucks  have  been  utilized  to  a  considerable 
extent,  but  the  increased  expense,  which  must 
ultimately  fall  on  the  consumer,  is  enormous. 
One  shipper  who  engaged  three  trucks  to  send 
a  consignment  of  goods  from  New  York  to 
Pittsburgh  found  that  the  cost  of  such  trans- 
portation was  five  cents  a  pound,  or  about 
twenty  times  the  railroad  rate  of  less  than  one 
cent  a  ton  mile.  That  the  railroads  have  ap- 
pealed to  the  Commission  to  exercise  the 
emergency  powers  granted  by  the  Transpor- 
tation Act  is  no  confession  of  the, failure  of 
private  managements  to  make  good — as  a  few 
newspa[iers  that  have  for  years  tried  to  foist 
government  ownership  on  the  country  have 
promptly  alleged. 

The  Duty  of  the  Interstate  Commerce  Commission. 

On  April  7,  1920,  Judge  C.  A.  Prouty,  Di- 
rector of  the  Bureau  of  Valuation,  stated  in  a 
remarkable  address  before  the  Chicago  Asso- 
ciation of  Commerce :  "Nothing  can  improve 
railroad  credit  like  a  liberal  attitude  on  the 
part  of  the  Commission  which  would  enable 
the  carriers  to  accumulate  something  substan- 
tial for  the  first  year  or  two  in  addition  to 
their  bare  necessities.  I  believe,  therefore, 
that  if  you  desire  to  make  private  operation  a 
success  your  first  thought  should  be  to  secure 
the  carriers  rates  that  are  too  high  rather 
than  too  low."  > 

The  Commission"  used  to  consider  its  princi- 
pal function  to  protect  the  public  against' the 


carrier.  It  is  now  directed  by  statute  to  pro- 
tect the  carrier  and  preserve  the  fair  interest 
of  the  railway  investor. 

Before  the  first  of  September,  the  Commis- 
sion must  readjust  the  rate  schedules  in  order 
that  the  carriers  as  a  whole  may  earn  in  the 
various  rate-making  regions,  not  less  than 
5^%  on  the  fair  values  of  the  properties  en- 
gaged in  the  service  of  transportation.  The 
work  of  the  Bureau  of  Valuation  is  not  far 
enough  advanced  to  be  of  much  help  in  deter- 
mining what  the  fair  value  is  at  this  time  and 
the  Commission  must  find  some  temporary 
standard.  At  hearings  held  in  Washington, 
March  22nd-24th,  the  railroad  executives  urged 
the  use  of  the  railroads'  figures  of  value, 
namely,  the  property  investment  account,  as 
the  standard  pending  the  completion  of  the 
final  valuations.  While  admitting  some  im- 
perfections in  these  accounts,  we  confidently 
believe  that  the  element  of  error  is  so  small 
at  the  present  time  as  to  be  negligible.  The 
temporary  use  of  the  book  values  would  be 
reassuring  to  investors  and  a  convincing  proof 
of  a  liberal  attitude  on  the  part  of  the  Commis- 
sion. 

Replacement  Costs. 

An  extremely  interesting  study  in  defence 
of  the  property  investment  accounts  has  been 
presented  to  the  Commission,  which  expands 
the  tentative  value  found  in  the  cases  of  the 
Texas  Midland,  Kansas  City  Southern,  Win- 
ston-Salem Southbound  and  in  the  Rock  Island 
engineering  and  land  reports.  The  compu- 
tation is  made  as  follows: 

The  average  cost  of  the  locomotives,  1,895  in 
number,  owned  by  these  four  railroads  as  of 
June  30,  1915,  was  $15,400.43  each,  as  reported 
jy  the  Commission.  Applying  this  average 
cost  to  the  66,502  locomotives  in  the  United 
States  on  that  date,  the  locomotives  of  all  the 
railways  would  be  worth  $1,024,159,396.  A 
similar  process  was  applied  to  all  the  equip- 
ment with  the  result  that  the  total  reproduc- 
tion cost  of  equipment  in  the  United  States 
was  $3,776,944,805.  The  value  per  mile  of 
station  buildings,  shops,  shop  machinery,  en- 
gine houses,  bridges,  terminals,  etc.,  was 
similarly  arrived  at.  Thus  the  total  cost  of 
reproduction  for  all  railroad  property,  exclu- 
sive of  single  main  line  track  amounts  to  $9,- 
549,334,129.  That  this  figure  is  below  that 
which  the  Commission  will  ultimately  find  for 
the  railway  plant  of  the  country,  exclusive  of 
main  line  track,  is  a  fair  assumption  in  view 
of  the  character  of  the  four  properties  which 
are  here  used  as  a  basis. 

The  property  investment  account  of  the  car- 
riers on  June  30,  1915,  was  $17,405,069,256.  De- 
ducting the  $9,549,334,129  (stated  above) 
leaves  $7,855,735,127  to  represent  the  cost  of 
reproducing  the  2.38,246  miles  of  single  track 
road,  or  $32,973  per  mile. 


On  the  basis  of  the  units  and  unit  prices  re- 
ported by  the  Commission,  cost  of  reproduc- 
tion of  the  single  track  mileage  of  the  Rock 
Island  Railway  is  $32,512  a  mile.  The  Rock 
Island  is  a  prairie  road  and  the  land  values  in 
the  territories  served  by  it  are  relatively  low 
as  compared  with  the  country  as  a  whole. 
Therefore,  when  the  property  investment  ac- 
count thus  analyzed  results  in  a  valuation  of 
$32,973  per  mile  of  single  track  for  all  the 
railways  of  the  country,  compared  with  the 
valuation,  as  reported  by  the  Commission  for  the 
Rock  Island  of  $32,512,  it  is  clear  that  the  prop- 
erty investment  account  is  fully  sustained. 

Higher  Rates  Imperative. 

After  the  temporary  valuation  of  railroad 
property  has  been  determined  the  Commission 
must  establish  rates,  to  conform  to  the  require- 
ments of  the  Transportation  Act,  of  a  minimum 
of  5j/2%,  but  the  law  allows  the  addition  of  a 
further  ^  of  one  per  cent,  in  the  discretion  of  the 
Committee.  It  is  to  be  hoped  that  the  Commis- 
sion will  be  guided  by  Judge  Prouty's  suggestion 
and  make  rates  too  high  rather  than  too  low,  aim- 
ing to  let  the  roads  earn  the  full  6%  permitted  by 
the  statute.  Since  no  one  can  forecast  the  volume 
of  traffic  which  the  railroads  will  move  in  the  year 
to  come,  the  readjustment  of  rates  to  produce  a 
return  of  5>^  or  6%  is  a  problem  of  the  great- 
est difficulty.  Should  the  net  operating  income 
fall  short  of  Syifo,  the  whole  purpose  of  the 
Transportation  Act — the  restoration  of  railroad 
credit — is  defeated.  On  the  other  hand,  a  6% 
return  will  place  the  roads  in  a  position  of 
reliance  on  their  own  credit  and  should  termi- 
nate their  dependence  on  the  United  States 
Treasury  for  financial  assistance.  The  sooner 
the  United  States  Government  can  get  out  of 
the  railroad  business  the  better  for  the  Gov- 
ernment and  the  railroads. 

The  Interstate  Commerce  Commission  has 
become  so  powerful  a  body  that  great  interest 
has  been  manifested  in  the  appointments  for 
the  three  places  to  be  filled,  the  membership 
of  the  Commission  having  been  enlarged 
from  9  to  11,  and  one  vacancy  already  existing. 
The  appointments,  which  have  not  yet  been 
confirmed  by  the  Senate,  are  as  follows:  Henry 
Jones  Ford,  Professor  of  Politics,  Princeton 
University ;  James  Duncan,  of  Quincy,  Mass., 
formerly  Vice-President  of  the  American  Fed- 
eration of  Labor,  and  Mark  W.  Potter,  New 
York,  President  of  the  Carolina,  Clinchfield  & 
Ohio  R.R.  and  a  member  of  the  law  firm  of 
Hornblower,  Miller,  Garrison  &  Potter.  This 
is  the  first  time  a  railroad  executive  has  been 
appointed  to  the  Commission  and  the  selection 
is  a  fortunate  one.  Mr.  Potter  is  admirably 
qualified  for  the  position,  having  been  con- 
nected with  successful  constructive  enterprises 
and  understanding  thoroughly  the  problems  of 
the  railroads. 


Propoced  Amendment  to  the  Transportation  Act. 

On  May  7  some  of  the  leading  investment 
bankers  of  New  York  appeared  before  the 
Senate  Committee  on  Interstate  Commerce  at 
the  invitation  of  its  chairman.  Following  their 
suggestion,  a  very  helpful  amendment  to  the 
Transportation  Act  has  been  introduced.  By 
its  terms  the  Act  requires  the  repayment  of 
loans  made  out  of  the  $300,000,000  revolving 
fund  within  a  five-year  limit.  Since  few,  if 
any,  railroads  could  safely  undertake  to  purchase 
new  equipment  on  such  a  short  term  basis  the 
amendment  extends  the  time  for  repayment  to 
a  maximum  of  fifteen  years. 

The  language  of  the  Act  setting  forth  the 
purpose  for  which  the  revolving  fund  may  be 
used,  reads  as  follows: 

"For  the  purpose  of  enabling  carriers  by  railroad  sub- 
ject to  the  Interstate  Commerce  Act  properly  to  serve  the 
public  during  the  transition  period  immediately  following 
the  termination  of  Federal  control,  any  such  carrier  may, 
at  any  time  after  the  passage  of  this  Act  and  before  the 
expiration  of  two  years  after  the  termination  of  Federal 
control  make  application  to  the  Commission  for  a  loan 
from  the  United  States,  setting  forth  the  amount  of  the 
loan  and  the  term  for  which  it  is  desired,"  etc. 

The  question  having  arisen  whether  the 
Treasury  Department  could  lawfully  loan 
money  to  the  railroads  to  take  care  of  maturi- 
ties, the  amendment  reads: 

"Any  such  carrier  may  ....  make  application  to  the 
Commission  for  a  loan  from  the  United  States  to  meet  its 
maturing  indebtedness,  or  to  provide  itself  with  equipment 
or  other  additions  and  betterments." 

However,  since  the  amendment  was  written 
the  Attorney-General  has  handed  down  an 
opinion  that  the  phraseology  of  the  originah 
Acts  permits  the  use  of  the  revolving  fund  to 
meet  maturities.  The  railroad  executives  there- 
upon suggested  the  following  allocation  of  the 
fund : 

(a)  Temporary    reserve    for    claims    and    judg- 
ments     $40,000,000 

(b)  Appropriation  for  short  line  railroads 13,000,000 

fc)  Temporary  reserve  for  maturities 50,000,000 

(d)  Appropriation  to  aid  in  acquisition  of  equip- 
ment     1 25,000,000 

(e)  Appropriation  for  additions  and  betterments 

which  will  permit  better  movements  of  cars  73,000,000 

Total   $300,000,000 

The  Interstate  Commerce  Commission  has 
announced  that  it  will  utilize  $125,000,000  at 
once  to  assist  the  financing  of  equipment  pur- 
chases. 

Readjustment  of  Freight  Rates. 

On  May  24th  hearings  began  before  the  In- 
terstate Commerce  Commission  on  the  needs 
of  the  railroads  for  increased  rates.  In  the 
year  ended  Dec.  31,  1919,  the  railways  actually 
earned  $510,000,000  net  operating  income,  but 
had  the  present  level  of  costs  been  in  operation 
throughout  the  whole  of  1919  the  year's  net 
would  have  been  only  $220,000,000,  equivalent 
to  about  2%  return  on  the  property  invest- 
ment of  the  western  carriers,  about  J^  of  1% 


for  the  southern  roads  and  about  1/5  of  1%  for 
the  eastern  roads,  or  a  general  average  of  a 
little  over  1%.  Without  taking  into  consid- 
eration further  wage  increases  which  will 
doubtless  be  granted  by  the  Railway  Labor 
Board  now  in  session,  the  roads  will  require 
an  increased  revenue  of  more  than  $1,000,000,- 
000  if  they  are  to  receive  6%  on  their  property 
investment.  To  meet  the  deficit  under  6% 
would  require  increases  in  the  present  freight 
revenues  of  30.43%  in  the  eastern  district, 
30.95%  in  the  southern  and  23.9%  in  the  west- 
ern territory. 

In  presenting  the  railways'  case  Mr.  Howard 
Elliott,  Chairman  of  the  Northern  Pacific, 
said :  "We  appear  before  you  not  primarily  as 
railway  officials,  trying  to  extract  all  we  can 
from  the  American  public  for  the  benefit  of 
railway  security  owners,  but  rather  as  quasi- 
public  servants  charged  with  the  very  great 
responsibility  of  so  operating  and  developing 
the  railways  that  they  may  render  adequate 
service  and  the  country  may  continue  to  grow." 

Very  little  opposition  to  the  necessary  rate 
increase  has  been  manifested  by  shippers, 
which  is  good  proof  of  their  realization  that 
they  cannot  expect  good  service  unless  they 
are  prepared  to  pay  good  rates.  To  quote 
again  from  Judge  Prouty's  Chicago  address, 
"The  attitude  of  the  public  towards  our  rail- 
roads is  entirely  changed.  It  has  come  to  be 
understood  that  the  railroad  is  a  public  servant, 
absolutely  dependent  upon  the  will  of  the  pub- 
lic for  its  existence.  It  has  finally  come  to  be 
appreciated  that  this  servant  cannot  render  a 
proper  service  unless  it  is  properly  housed  and 
fed  and  clothed.  The  public  as  a  whole  is 
prepared  to  submit  to  whatever  may  be  neces- 
sary to  secure  to  this  servant  fair  treatment." 

The  Silver  Situation. 


The  position  of  the  silver  market,  particu- 
larly in  view  of  the  recent  interpretation  of  the 
Pittman  Act  by  the  Director  of  the  Mint,  is  of 
especial  interest  to  American  producers  of  the 
metal.  The  world's  silver  supply  now  shows  a 
tendency  to  increase  and  much  of  our  export 
demand  is  declining.  For  some  time  China 
and  India,  under  the  provisions  of  the  Pittman 
Act,  withdrew  large  quantities  of  silver  from 
the  United  States.  Mexican  production  of  the 
metal  has  recently  averaged  about  $C,000,000 
per  month.  A  great  deal  of  melted  coin,  large- 
ly supplied  by  France,  has  recently  been  avail- 
able in  the  London  market,  and  has  been  suf- 
ficient to  supply  the  coinage  requirements  of 
Great  Britain  and  her  colonies  and  China. 
Now,  if  India  and  China,  the  largest  con- 
sumers of  silver  in  the  world,  should  not  re- 
quire any  of  the  metal  for  a  long  period  and 
if  at  the  same  time  the  Continent  should  con- 
tinue to  ship  large  quantities  to  London,  the 


trade  price,  would  probably  go  considerably  be- 
low $1  per  fine  ounce. 

It  will  be  recalled  that  the  Pittman  Act 
authorized  the  Treasury  to  melt  silver  dollars, 
and,  to  this  end,  in  order  to  supply  the  needs 
of  Asia,  the  Treasury  actually  did  melt  and  sell 
$271,000,000  of  silver.  The  Pittman  Act  also 
authorized  the  Treasury  to  purchase  silver  in  the 
open  market  at  $1  an  ounce.  In  order  to  re- 
place the  great  quantity  melted,  it  is  estimated 
that  the  Government  will  need  to  purchase  the 
entire  production  of  all  the  silver  mines  of  the 
United  States  for  the  next  four  years.  The 
output  last  year  of  this  country  was  55,285,190 
ounces.  There  is  also  required  about  4,000,000 
ounces  a  year  to  provide  for  new  coinage.  The 
United  States  mints  also  coin  silver  for  Cuba, 
the  Philippines,  and  some  South  Ameri- 
can countries,  and  for  this  purpose  only 
silver  produced  by  our  own  mines  will 
be  used. 

It  was  believed  in  some  quarters  that  under 
the  terms  of  the  Pittman  Act  the  mint  would 
be  required  to  take  all  silver  offered  at  $1  an 
ounce,  and  in  view  of  the  lessened  demand  for 
the  metal,  in  China,  for  example,  it  was  con- 
sidered not  impossible  that  China,  as  well  as 
Mexico  and  other  countries,  might  soon  be  in 
a  position  to  sell  large  quantities  here. 

The  United  States  Treasury  has  just  an- 
nounced officially  that  it  will  pay  $1  per  ounce 
for  silver  at  the  Government  mints  and  assay 
offices ;  such  purchases  will  be  limited  to  silver 
produced  by  mines  in  this  country,  and  as  here- 
tofore the  silver  production  of  Canada,  Mexico, 
and  other  countries  will  have  to  be  sold  in  the 
open  market. 

In  order  to  make  sure  that  the  silver  so  of- 
fered is  really  American  production,  it  is  re- 
quired that  it  be  produced  and  reduced  in  this 
country.  In  this  connection  the  Honorable  R. 
T.  Baiter,  Director  of  the  Mint,  recently  issued 
the  following  statement: 

'  The  provisions  of  tho  Pittman  Act  are  mandatory, 
and,  in  accordance  with  them,  the  Secretary  of  the 
Treasury  has  given  standing  orders  to  the  Director 
of  the  Mint  to  buy  silver  at  11.00  per  ounce,  1,000  fine, 
delivered  at  the  option  of  the  Director  of  the  Mint,  at 
the  Assay  Office  in  New  York,  or  tho  Mints  in  I^hila- 
delphla,  Denver  and  San  Francisco,  up  to  tho  aggre- 
gate amount  of  two  hundred  seven  million  ounces. 
Under  the  terms  of  the  Act,  the  silver  so  purchased 
must  bo  the  product  both  of  mines  situated  in  the 
United  States  and  of  reduction  worlcs  so  locate*!,  and 
clear  and  unequivocal  proof  to  that  effect  will  bo  re- 
quired. Forms  for  such  proof  may  be  obtained  at  said 
Aasay  ofllce  and  Mints. 

The  certificates  which  silver  producers  are 
required  to  sign  before  presenting  the  metal  to 
the  Treasury  must  state  positively  that:  "No 
part  of  said  silver  was  mined  outside  of  the 
United  States  of  America  or  at  any  time 
treated  by  reduction  works  or  refineries  located 
outside  of  the  United  States." 


Money  Market. 

In  May  call  money  was  more  abundant  than 
in  April,  with  narrower  fluctuations.  Funds 
on  renewal  were  to  be  had  around  7  per  cent 
and  even  less.  Time  money  continued  firm, 
with  tendency  to  slightly  increased  rates. 
Early  in  the  month,  loans  secured  by  mixed, 
collateral  were  at  8  per  cent,  the  rate  rising 
later  to  8^  per  cent,  with  9  per  cent  on  all- 
industrial  collateral.  Toward  the  end  of  May 
commercial  paper  showed  a  tendency  to 
harden,  the  best  names  quoting  around  7'/2 
per  cent,  or  an  advahce  of  j4  per  cent  over  the 
preceding  week,  and  of  Jl  per  cent  over  the 
rates  earlier  in  the  month,  with  better  demand, 
especially  from  out  of  town  banks,  toward  the 
end  of  May.  The  increase  in  Federal  Reserve 
rediscount  rates  caused  an  advance  of  yi  per 
cent  in  rates  for  open  market  bills,  with  trans- 
actions principally  for  out  of  town  account. 

The  Question  of  Inflation  and  Deflation. 

The  recent  action  of  the  Federal  Reserve 
Board  in  declaring  that  credits  ihust  be  re- 
duced, and  the  raising  of  the  discount  rate  at 
all  the  large  reserve  centres,  has  impressed 
not  only  the  bankers  throughout  the  country 
but  all  borrowers  with  the  importance  of  using 
credit  as  conservatively  as  circumstances  will 
permit. 

Inflation  of  credit  in  this  country  is  a  direct 
result  of  the  financing  of  the  wpr,  and  of  the 
conditions  brought  about  by  the  conflict.  The 
same  situation  which  we  find  here  is  also  to 
be  found,  in  many  cases  in  a  more  intense  de- 
gree, in  the  other  principal  countries  of  the, 
world.  The  stoppage  of  normal  gold  ship-, 
ments  in  international  commerce,  the  borrow- 
ings by  governments  on  an  unprecedented 
scale,  the  great  rise  in  the  cost  of  all  kinds 
of  materials,  above  all  the  tremendous  exhaus- 
tion of  economic  resources  caused  by  the 
waste  of  war  itself,  and  the  unproductiveness 
of  millions  of  men  during  several  years,  neces- 
sitated the  granting  of  credits  for  govern- 
mental use,  and  for  private  business,  on  a  scale 
which  had  never  before  been  known.  As  a 
result,  there  is  a  world-wide  inflation  of  credit ; 
prices  have  lost  their  old  relation  to  the  gold 
standard,  and  the  whole  world  is  facing  the 
necessity  of  bringing  about  deflation  as  soon 
as  conditions  will  permit.  There  is  no  doubt 
about  the  importance  of  deflation,  but  an  abrupt 
contraction  of  credit,  particularly  in  the  ordi- 
nary requirements  of  business,  would  be  harm- 
ful rather  than  beneficial.  It  is  important  that 
inflation,  in  so  far  as  it  springs  from  excessive 
speculation  in  markets  or  commodities,  be  re- 
stricted. However,  it  is  not  feasible  to  reduce 
rapidly  the  amount  of  credit  which  industrial 
and  mercantile  concerns  are  in  the  habit  of 
using  at  a  time  when  raw  materials,  wages, 
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and  the  costs  of  all  industrial  and  Gommercial 
operations  arc  excessive. 

The  problem  can  only  be  solved  by  the  ap- 
plication of  good  judgment  to  the  require- 
ments of  individual  cases.  In  the  present  situ- 
ation of  credit,  generalization  is  difficult  and 
unwise.  The  natural  counterpoise  to  an  over- 
extended credit  situation  is  a  vastly  augment- 
ed producton  of  necessaries,  and  that  is  the 
great  need  of  the  time.  Wages  cannot  be 
increased,  the  public  cannot  go  on  consuming 
more  than  ever,  the  banks  cannot  continually 
expand  their  loans,  new  capital  cannot  be 
found  for  the  creation  of  fresh  enterprises,  in 
the  face  of  diminished  output. 

Foreign  Trade  and  the  Exchanges. 

In  the  month  of  April,  our  foreign  commerce 
showed  a  considerable  decline.  Exports  dropped 
$135,000,000,  and  imports  $30,000,000,  below  the 
totals  of  March.  April  exports  at  $684,000,000 
were  $135,000,000  below  those  of  the  preceding 
month  and  nearly  30,000,000  below  that  of  April, 
1919,  while  imports  at  $495,000,000  were  less  by 
$30,000,000  than  in  March  of  this  year.  For  the 
10-month  period  ending  with  April,  however,  ex- 
ports at  $6,734,000,000  showed  an  increase  of  $1,- 
034,000,000  over  the  corresponding  period  of  last 
year,  while  imports  at  $4,254,000,000  showed  an 
increase  of  $1,780,000,000  during  this  same 
period. 

During  April  the  principal  export  items  which 
showed  a  decline  in  volume  were  breadstuffs  and 
meat  and  dairy  products.  '  i 

As  a  result  of  the  Hj-the  conference  between 
Premiers  Lloyd-George  and  Millerand,  the  total 
amount  of  the  German  indemnity  has  been  fixed 
at  $22,000,000,000.  The  establishment  of  a  de- 
terminate sum  appears  to  have  had  a  psycological 
influence,  not  only  on  the  course  of  the  mark,  but 
also  upon  the  currencies  of  some  of  the  countries 
who  will  be  beneficiaries.  French  francs  ad- 
vanced recently  to  about  8.10  cents  and  Belgian 
francs  to  about  8.40  cents,  and  Italian  lire  also 
went  upward.  Wliile  it  would  be  a  mistake  to 
exaggerate  the  importance  of  this  factor  on  the 
foreign  exchanges,  it  is  probable  that  the  recent 
gains  in  French  and  Italian  currency  are  an  indi- 
cation of  the  substantial  improvement  in  their  in- 
ternal finances.  As  a  result  of  largely  increased 
taxation,  France  is  assured  of  receipts  which  will 
practically  meet  her  current  outlay.  The  internal 
revenue  returns  for  April  were  about  sixty  per 
cent  above  the  corresponding  receipts  for  1914. 
There  are  abundant  indications  that  France  is 
rapidly  improving  her  commercial  and  financial 
condition. 

Although  the  announcement  of  the  results  of 
Hythe  conference  had  no  immediate  effect  upon 
sterling  quotations,  the  pound  has  recently  moved 
forward  and  a  few  days  ago  reached  $3.92.  Re- 
cent offerings  of  sterling  commercial  bills  in  New 


York  have  been  very  moderate  in 

volume,  while 

Canadian  exchange  has  bee 

n  remarkably  quiet  for 

some  time. 

The  table  of  monthly  quotat 

ions  is 

as  fol- 

lows : 

Rate  in 

New 

Change 

Unit 

cents 

rate 

from 

Depre- 

Value 

Apr.  27  May  25 

par 

ciation 

Canada 1.00 

.8975 

.8950 

.1050 

10.50 

Germany .2382 

.0175 

.0255 

.2127 

89.29 

Italy       .1930 

.0437 

.0535 

.1395 

72.28 

Belgium   1930 

.0627 

.0765 

.1165 

60.36 

France    .1930 

.0588 

.0740 

.1190 

61.66 

England  .        4.8665 

3.82 

3.85 

1.0165 

20.89 

Switzerland.-    .1930 

.1761 

.1770 

.0160 

8.29 

Holland .4020 

.3625 

.3643 

.0377 

9.38 

Denmark    _     .2680 

.1725 

.1635 

.1045 

38.99 

Norway  .2680 

.1925 

.1800 

.0880 

32.84 

Sweden       .2680 

.2100 

.2100 

.0580 

21.64 

.Spain       1130 

.1695 

.1670 

.0260 

13  47 

■\rgentina  .9648 

.9762 

.9662 

♦.0014 

.15 

Japan 498S 

.4850 

.5100 

♦.0115 

2.31 

♦Premium. 

The  Public  Value 

of  Private  Investments. 

Professor  Charles  W.  Gerstenberg,  of  New 
York  University,  in  a  recent  article  has  dis- 
cussed the  distribution  of  wealth  and  the  man- 
ner in  which  private  investments  are  service- 
able to  the  public.  An  extract  from  his  article 
is  given  below: 

Let  us  look  at  the  problem  more  concretely.  Jones 
has  just  made  $1,000,000.  He  may  (1)  invest  it  in  a 
plant  making  products  for  which  there  is  a  large  de- 
mand; (2)  invest  it  in  a  plant  for  which  there  is  prac- 
tically no  demand;  (3)  invest  it  in  a  "lodge"  in  the 
Adirondacks,  a  marble  castle  on  Liong  Island  and  a 
superfluity  of  Crain-Simplcx  automobiles.  The  first 
disposal  of  the  capital  will  benefit  society  through 
giving  the  public  what  It  wants,  and  incidentally  Jones 
will  m.akc  more  profits.  The  second  disposal  will 
not  aid  society,  but  rather  Injure  society  by  drawing 
oft  from  the  production  of  needed  goods  capital  that 
is  burled  In  the  production  of  unnecessary  goods. 
Jones  of  course  gets  no  benefit.  The  third  disposal 
brings  in  an  infinitesimal  benefit  to  society  through 
the  beautification  of  lands  (assuming  for  the  sake  of 
argument  that  the  structures  are  not  eye-sores)  and 
Jones  will  get  such  psychic  Income  as  the  possession 
of  these  monuments  to  past  achievements  may  yield. 
Prabtically,  then,  benefit  comes  to  Jones  and  society 
only  when  profiSs  are  invested  in  profit-making  en- 
terprise. Out  of  the  profits  of  that  enterprise  Jones 
may  consume  some  Income  in  personal  living  and 
may  invest  the  rest  in  additional  productive  enter- 
prise. Only  that  portion  that  Jones  personally  con- 
cumes  really  belongs  to  him.  The  rest  is  used  for 
producing  goods  that  society  needs  and  demands.  To 
the  extent  then  that  Jones  consumes  riotously  or 
Invests  unwisely  he  draws  capital  from  productive 
enterprises  and  from  society,  and  to  that  extent  he  is 
to  be  condemned.  But  to  the  extent  that  he  invest* 
in  productive  enterprise,  ha  will  contribute  to  the 
progress  of  society. 

Who  better  than  Jones,  if  he  continues  to  make 
profits,  should  have  control  of  enterprise?  He  has 
the  incentive  to  contribute  to  productive  enterprise, 
stands  to  lose  If  he  does  not,  and  has  demonstrated 
his  ability. 

But,  it  may  be  objected,  cannot  Jones  make  too 
much  profits.  Indeed  If  ho  does  he  may  become 
wasteful  In  his  methods.  That  may  be  true,  but  the 
remedy  is  not  to  take  away  profits  arbitrarily,  but  to 
reduce  them  by  bringing  In  competitors  who  will  re- 
duce the  active  demands  of  society  for  Jones's  prod- 
ucts by  Increasing  the  supply  of  these  products.  And 
as  business  m'^n  become  more  astute  this  process  of 
concentrating  and  mobilizing  capital  where  it  Is  most 
needed   will    be    speeded    up,    and    irrationally   ^trge 
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proflla  will  become  proportionately  dtffloult  to  realise. 
But  take  away  the  profits  and  immediately  you  re- 
move the  incentive  for  saving  and  encourace  waste. 
What  more  apt  and  convincing  IlluBtratlon  could  we 
have  than  our  proscnt  system  of  appropriating  a  large 
part  of  business  profits  through  the  operation  of  our 
tax  laws?  Compare  If  you  will  the  volume  of  adver- 
tising carried  in  our  popular  magazines  at  present 
with  the  amount  carried  in  1915  or  1916. 

Bond  Market. 

During  May  the  bond  market  developed  two 
conflicting  currents  which  made  it  difficult  to 
obtain  a  clear  focus  on  the  trend  of  investment 
tendencies.  While  the  railroads  and  a  few  of 
the  industrials  and  public  utilities  were  suc- 
cessful in  disposing  of  substantial  amounts  of 
new  issues  at  attractive  prices,  the  general 
market  steadily  declined  carrying  United 
States  Government  and  municipal  bonds  to  ex- 
tremely low  quotations.  In  reviewing  the 
month,  therefore,  a  clear  picture  cannot  be  ob- 
tained for  it  is  impossible  to  bring  the  lense 
into  focus. 

Following  the  successful  flotation  of  the 
Pennsylvania  and  New  York  Central  issues 
during  April,  the  month  opened  with  cheerful 
indications,  but  the  secondary  market  soon  be- 
came reactionary  and  general  issues  seesawed 
backward  and  forward  with  prices  declining 
each  day  until  new  low  records  were  estab- 
lished in  many  standard  issues.  The  large  vol- 
jme  of  new  railroad  financing  militated  against 
traders  in  the  market  absorbing  substantial 
blocks  of  the  older  issues  which  were  freely 
offered.  The  dealers  as  a  class  have  apparent- 
y  been  keeping  their  shelves  clean  in  order  to 
participate  in  the  seven  per  cent  coupons  which 
have  developed  a  considerable  vogue  in  the 
present  market.  The  investor  today  is  ap- 
parently disregarding  yield  and  is  showing  a 
decided  preference  for  new  seven  per  cent  is- 
sues at  par  rather  than  lower  coupons  at  a 
substantial  discount. 

Qovemment  and  Municipal  Issues. 

The  proposed  soldiers'  bonus  bill,  which  sug- 
gests a  new  issue  of  government  bonds,  seemed 
to  be  the  dominant  factor  in  the  government 
market  throughout  the  month,  and  in  addition 
large  holders  of  government  bonds  seemed  in- 
clined to  throw  their  holdings  in  the  market 
regardless  of  quotations.  Violent  fluctuations 
resulted  and  during  the  middle  of  the  month 
the  V/2%  Liberty  bonds  sold  to  a  new  low  rec- 
ord of  89.30,  while  the  vSecond  4'/4s  sold  to 
81.10,  the  Third  4^s  to  85.80,  the  Fourth  4'4s 
to  82  and  the  Victory  4^s  to  91.70.  For  the 
week  ending  May  22  the  total  volume  of  Lib- 
erty sales  on  the  New  York  Stock  Exchange 
was  $123,135,100,  the  largest  volume  of  busi- 
ness being  recorded  on  Wednesday,  when  $30.- 
300,500  were  sold.  This  total  wzs  only  ex- 
ceeded last  December  when  in  one  day  the  sales 
reached  $33,368,000.     At  that  period,  however. 


losses  were  taken  for  income  tax  purposes,  while 
today  clients  are  actually  selling  their  bonds  as 
the  result  of  the  strained  condition  of  the 
money  market. 

The  decline  in  government  bonds  found  its 
direct  reflection  in  the  municipal  market,  which 
was  extremely  dull.  Early  in  the  month  $380,- 
000  Nashville,  Tennessee,  6%  serial  Bonds 
were  soM  on  a  5.75%  basis.  The  last  previous 
sale  of  Nashville  bonds  was  in  June  1919,  when 
$1,171,000  serial  5s  sold  on  a  4.80%  basis.  This 
represents  a  decline  in  less  than  a  year  of  9 
points  on  a  ten-year  bond  and  over  15  points 
on  a  twenty-year  bond.  In  April  1917  the  city 
sold  an  issue  of  serial  5s  on  a  4.74%  basis, 
which  is  about  25  points  above  the  present  mar- 
ket level.  As  a  result  of  these  conditions  many 
municipal  offerings  were  withdrawn  and  in  the 
following  cases  no  bids  were  received  or  the 
prices  were  so  low  that  the  offers  were  de- 
clined: 

»2,000,000  City  of  Philadelphia   School  District   i%% 

Bonds 
4,000,000  Cleveland  School  District  5^4%  Bonds 
2,722,400  Cincinnati.  Ohio  6%  Bonds 
7.281,000  Pittsburgh,  Penn.  1-30  Year  5%  Bonds 
635,000  Roanoke.  Va..  4^%   Bonds 
500,000  State  of  Delaware  40-Year  4H%  Bonds 

Of  the  Pittsburgh  bonds  $2,901,000  were 
later  sold  on  a  5%  basis.  Other  offerings  in- 
cluded : 

$1,740,000  state  of  Utah  Road  4%%  Bonds  on  a  6.30% 
basis 
1,000,000  State    of    Oregon    4%%    Bonds   on   a   6%% 
basis 
650,000  Jamestown,    New    York.    5%%    and    CV4% 
Bonds  on  a  6%  basis 

Two  issues  of  Canadian  Province  bonds  were 
offered : 

$3,000,000  Province  of  Nova  Scotia  6%   Bonds  on  a 
7.30%  basis 
2,000,000  Province  of  Alberta  6%  Bonds  on  a  7%% 
basis 

Railroad  and  Corporate  Issues. 

The  encouraging  feature  of  the  month,  in 
view  of  stringent  money  conditions,  was  the 
.successful  flotation  of  a  large  number  of  rail- 
road issues,  including  many  equipments.  De- 
clines of  the  month  brought  high-grade  rails 
to  an  average  price  about  25  points  below  the 
high  level  of  January  1917,  while  second  grade 
rails  reached  a  level  of  24j/$  points.  The  new  is- 
sues, however,  continued  in  demand.  The 
Pennsylvania  Railroad  Ten-Year  7s  which 
were  sold  last  month  at  par  reached  a  high  quo- 
tation of  102  and  ruled  between  this  figure  and 
lOlH-  During  the  month  a  total  of  $75,000,- 
000  railroad  bonds  were  reported  sold,  the 
more  important  issues  including: 

$25,000,000  Pacific  Fruit  Express  7%  Equipment  Trust 
Certificates  to  yield  7% 
15,000.000  Canadian    National    Railways    7%    Equip- 
ment Trust  Certificates  to  yield  7.10% 
10,000,000  Delaware  &  Hudson  7%  Bonds  to  yield  7% 
7,600.000  Louisville  &  Nashville  7%   Notes   to   yield 
7% 
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6,000,000  Atlantic  Coast  Line  7%  Notes  to  yield  7% 
4,500,000  Northern  Pacific  Railway   7%   Equipment 
Trust  Certificates  to  yield  7% 

It  is  estimated  that  a  total  of  $221,828,000  of 
railroad  issues  has  been  sold  since  the  first  of 
the  year. 

Public  utilities  as  a  class,  eliminating  trac- 
tion issues,  are  showing  excellent  statements 
of  earnings  and  investors,  realizing  that  the 
declines  have  now  reached  a  level  of  37  points 
below  January  1917,  have  participated  in  the 
new  offerings,  which  were  in  larger  volume 
during  May  than  for  some  time  past.  The  new 
issues  include: 

$10,000,000  Detroit  Edison  Co.  6%  Bonds  to  yield  over 

7% 
6,000,000  American  Light  &   Traction  6%   Notes  to 

yield  7%% 
6,000,000  Southern  California  Edison  Co.  6%  Bonds 

to  yield  7% 
4,000,000  Abitibi  Power  &  Paper  Co.  6%   Bonds  to 

yield  about  6.70% 
2,000,000  Monongahela  Valley  Traction  7%  Notes  to 

yield  over  8%% 
2,000,000  Northern  Ohio  Traction  &  Light  7%  Bonds 

to  yield  7.85% 
2,200,000  American   Gas  Company    of    Philadelphia 

7%  Notes  to  yield  8% 
1,500,000  Eastern   Texas   Electric  Co.   7%   Notes   to 

yield  about  8% 
1,000,000  Los  Angeles  Gas  &  Electric  7%  Bonds  to 

yield  7%% 
600,000  Monongahela     Valley     Traction     Co.     7% 

Bonds  to  yield  8^% 

The  combined  average  of  40  active  corporate 
issues  as  reported  by  the  Wall  Street  Journal 
on  Mav  27  was  72.42  compared  with  74.09  on 
April  27  and  85.84  on  May  27,  1919. 


Discount  Rates. 

Rails  on  paper  discounted  Jor  member  banks  in  effect 
May  25,  1920. 


Federal  Reserve 
Banks 


Discounted  bills 

maturing  within  90 

days  (includinz 

memberbanks'  1  S-day 

collateral  nctes) 

secured  by 


Treasury 

certiticiies  of 
indebtedness 


55f* 


■S      •' 


n 


n 

E 


Discouuted  bills  , 

secured  utbitrwisc  tbao 

by  Governinent  waf 

obligations,  also 

unsecured,]  maturing 

witbin 


90  days    |l„, 

member      ^^y  »«"- 
banks' 


15-day 

collateral 

notes) 


cultuiif 

;  and  live- 

stoclc 


Boston    S         S 

New  York S        5 

Philadelphia...  5.H  *S 

Cleveland  554  *S 

Richmond    554     5 

Atlanta    5%  ♦S 

Chicago  „  S'/i  *5 

St.  Louis   5li  *5 

Minneapolis...  5^    5 
Kansas  City...  5       5 

Dallas    5       5 

San  Francisco  5J4     SJ4 


5y2    5       6 

6 

6 

5'/2    5       6 

6 

6 

SVi   sy2   6 

6 

6 

SJ4    5'A    SJ4 

6 

6 

syi   5      6 

6 

6 

syi   5%   6 

6 

6 

6       5H    6 

6 

6 

5^    S'A    6 

6 

6 

6       S       554 

6 

6 

S'A    S^    6 

6 

6 

5^    S^    6 

6 

6 

5H    SVa    6 

6 

6 

NOTE  1. — Rate  on  paper  secured  by  War  Fin.iiice  Cor- 
poration bonds  1  per  cent  higher  than  rate  on  commercial 
paper  shown   in  column  6. 

NOTE  2. — Rates  shown  for  St.  Louis,  Kansas  City  and 
Dallas  arc  normal  rates,  applying  to  discounts  no^  in  ex- 
cess of  basic  lines  flxod  for  each  member  bank  by  the  Fed- 
eral Ki  serve  Bank.  Rates  on  discounts  in  excess  of  the 
basic  lines  are  subject  to  V:  per  cent  progressive  increase 
for  each  25  per  cent  which  the  amount  of  accommodation 
extended  exceeds  the  basic  line. 

•SVj  per  cent  on  paper  secured  by  Treasury  cettlBcatei 
iriiig  Interest  at  5V4  per  cent. 
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The  Trust  Department 

of  The  National  City  Bank  of  New  York  is  authorized  to 
act  in  any  fiduciary  capacity  in  which  state  banks  and 
trust  companies  in  New^  York  State  are  permitted  to  act. 

FOR  THE  INDIVIDUAL 

Care  of  Securities— Collection  and  distribution  of  income;  in' 
vestment  of  funds;  keeping  accounts  and  preparation  of  data  for  in- 
come  tax  returns. 

i-zlVlllg  1  rusts — As  your  trustee  during  your  lifetime,  holding 
securities  and  other  property  and  applying  the  income  and  principal 
as  you  direct. 

Executor  and  Trustee  under  Will— Protection  of  your 

estate  through  prudent  management. 
Administrator — By  court  appointment  at  the  request  of  heirs. 
Ouardian — For  the  property  of  minors  and  incompetents. 

FOR  CORPORATIONS 

i  rUStee — under  mortgage  indentures  or  other  agreements. 

Transfer  Agent  and  Registrar— stocks,  bonds  and  notes. 

l^aying  Agent — For  dividends,  coupons,  and  principal  of  lM)nds 
and  notes. 

UepOSltary — Under  escrow^  and  reorganization  agreements. 

THE  NATIONAL  CITY  BANK 

OF  NEW  YORK 
Resources  More  Than  One  Billion  Dollars 
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Economic  Conditions 
Governmental  Finance 
United  States  Securities 


General  Business  Conditions. 

THE  reactionary  tendencies  which  de- 
veloped in  May  in  certain  lines  of 
trade  and  industry  have  continued  in 
June.  They  are  most  marked  in  goods 
for  personal  consumption  and  particu- 
larly in  textiles  and  shoes.  The  unseasonable 
weather  which  prevailed  throughout  the  spring 
months  no  doubt  was  an  important  factor  in  a  dis- 
appointing retail  trade  in  clothing  and  dress  goods, 
but  the  restriction  of  banking  accommodations,  a 
disposition  on  the  part  of  the  public  to  make  a 
stand  against  further  price  advances,  and  unset- 
tled conditions  in  foreign  markets,  were  among 
other  contributing  influences.  Retailers  with  heavy 
stocks  became  uneasy  as  the  season  advanced,  re- 
duction sales  were  generally  held  and  merchants 
developed  a  lack  of  confidence  in  the  future  of 
prices  which  led  to  the  cancellation  of  orders  for 
fall  delivery.  Demoralization  began  in  the  silk 
trade  in  the  early  spring,  and  the  manner  in  which 
prices  in  that  line  slumped,  and  the  disastrous 
effects  to  the  industry,  particularly  in  Japan, 
afforded  an  object  lesson  which  undoubtedly  made 
an  impression  throughout  the  textile  trades. 

Markets  Sensitive. 

The  markets  have  been  sensitive  because  every- 
body has  known  that  prices  were  abnormally  high 
and  that  it  was  only  a  question  of  time  when  a 
decHne  must  set  in.  The  whole  structure  of 
wages  and  prices  has  been  created  by  temporary 
and  extraordinary  conditions,  and  practical  peo- 
ple have  realized  that  they  must  be  prepared  to 
shift  their  position  as  conditions  change.  Once 
confidence  in  the  future  of  prices  is  shaken  buying 
naturally  stops  and  everybody  looks  for  a  safe 
shelter  until  conditions  clear  up.  Such  a  situation 
developed  in  the  early  months  of  1919,  but  the 
theory  that  prices  were  about  to  find  a  perma- 
nently lower  level  at  that  time  proved  to  be  a  false 
one.  The  demand  for  war  supplies  fell  off,  but 
a  great  backed-up  demand  from  the  regular 
trades  promptly  absorbed  all  the  labor  released 
from  the  war  industries  and  from  the  armies 
and  even  forced  prices  to  higher  levels  than 
were  reached  during  the  war. 

The  present  movement  is  not  so  broad  as  that 
which  started  in  1919.  The  trade  in  textiles  is 
demoralized ;  orders  for  fall  delivery,  particularly 
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of  woolens  and  worsteds,  and  to  an  important 
extent  in  knit  goods,  underwear  and  other  cotton 
goods,  have  been  cancelled,  and  the  production  of 
these  goods  is  being  curtailed.  At  present  prices 
of  raw  materials  and  present  wages  manufac- 
turers will  not  make  up  goods  except  upon  orders, 
so  that  as  orders  are  worked  up  or  cancelled  they 
shut  down  their  works  and  lay  off  their  employes. 
This  is  an  inevitable  result  of  the  high  level  of 
prices.  Nobody  wants  to  be  holding  the  goods 
when  prices  fall.  From  the  retailer  all  the  way  up 
the  line  to  the  manufacturer  and  from  him  back 
to  the  producer  of  raw  materials,  there  is  the 
same  natural  eagerness  to  avoid  accumulations 
and  commitments  until  a  definite  trend  develops. 

The  shoe  trade  is  in  a  similar  state  of  un- 
settlement,  a  heavy  fall  in  the  prices  of  hides 
and  leather  having  taken  place,  which  dealers 
have  been  quick  to  interpret  as  foreshadowing 
lower  prices  for  shoes,  and  they  have  been 
withholding  and  in  some  instances  cancelling 
orders  to  such  an  extent  that  a  considerable 
degree  of  unemployment  has  developed  at  the 
shoe-making  centers.  Leading  manufacturers 
at  St.  Louis  have  announced  reductions  of  50 
cents  to  $2  per  pair  in  wholesale  prices. 

On  the  other  hand,  the  iron  and  steel  industry 
is  moving  along  with  no  troubles  but  those  arising 
from  injidequate  transportation  service,  which  are 
serious,  and  that  appears  to  be  the  general  situa- 
tion. The  most  common  complaint  over  the  coun- 
try in  business  circles  is  about  the  insufficiency 
of  railroad  service. 

The  Future  of  Prices. 

The  prevailing  opinion  about  prices  is  that  an 
effective  stop  has  been  put  to  the  upward  move- 
ment, and  there  is  a  unanimous  sentiment  of  re- 
lief over  the  fact  The  endless  round  of  rising 
wages  and  prices  could  not  go  on  indefinitely. 
The  sooner  the  rise  was  stopped  the  sooner  might 
stable  conditions  be  reached.  The  present  state 
of  suspension  and  uncertainty  in  the  textiles  and 
shoes  will  last  until  these  trades  get  their  bearings 
and  determine  their  relation  to  the  general  situa- 
tion. The  curtailment  of  production  is  unfortu- 
nate, for  the  full  product  of  these  industries 
probably  will  be  wanted.    The  cancellations,  pre- 
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sumably,  signify  an  eflfort  to  get  the  same  goods 
at  a  lower  price  rather  than  that  the  goods  will 
not  be  wanted  at  all.  In  other  words  the  can- 
cellations are  incidental  to  an  expected  readjust- 
ment of  prices,  upon  a  lower  level.  As  yet 
the  chief  characteristic  of  the  disturbed  mar- 
kets is  a  paralysis  of  activity  rather  than  a 
general  fall  of  prices,  although  prices  undoubt- 
edly have  been  broken. 

Possibly  the  great  distribution  of  clothing  which 
took  place  last  year,  and  which  was  incidental  to 
the  demobilization  of  the  military  forces,  has  put 
the  country  in  position  to  do  with  smaller  pur- 
chases of  clothing  this  year.  At  any  rate  there 
are  strong  indications  that  consumers  will  buy 
less  of  clothing  and  shoes  at  the  high  prices  that 
have  been  prevailing  than  at  lower  prices,  and  that 
these  trades  will  not  have  full  employment  unless 
costs  are  reduced.  They  may  rest  awhile  and 
ponder  over  this  fact. 

SUbilizlns:  Influences. 

However,  the  manufacturers  of  woolen  and 
cotton  goods  will  not  operate  their  machinery  at  a 
loss,  and  it  is  not  to  be  expected  that  a  very 
radical  reduction  of  prices  can  be  had  in  these 
industries  without  corresponding  reductions  in 
other  lines,  which  will  effect  a  general  lowering 
of  living  and  manufacturing  costs.  As  yet,  there 
is  no  general  decline  of  foodstuffs,  coal  is  estab- 
lished on  a  higher  basis  than  heretofore,  freight 
charges  are  about  to  be  advanced,  taxes  are  mov- 
ing upwards  as  the  salaries  of  public  employes 
are  brought  into  line  with  current  wages,  interest 
rates  are  rising,  building  materials,  machinery  and 
factory  equipment  are  higher  than  a  year  ago,  and 
as  yet  wage  controversies  are,  generally,  over  de- 
mands for  increases  rather  than  over  demands  for 
reductions. 

Even  in  the  midst  of  the  disturbance  in  the  tex- 
tile industry  an  advance  of  15  per  cent  in  mill 
wages  went  into  effect  June  1  which  is  equivalent 
to  SO  per  cent  on  pre-war  wages. 

The  general  world  situation  is  not  favorable 
either  to  a  rapid  decline  of  prices  or  to  prolonged 
industrial  depression.  There  is  too  much  work 
needing  to  be  done.  The  argument  from  former 
reactions  from  high  prices  and  succeeding  periods 
of  industrial  depression  is  not  good,  for  the  reason 
that  such  reactions  in  the  past  have  followed 
periods  of  construction  and  enlargement  of  indus- 
trial capacity  which  had  run  their  course.  Present 
high  prices  are  not  the  result  of  a  period  of  con- 
struction and  investment.  The  $25,000,000,000 
of  new  government  indebtedness  which  is  glutting 
the  banks  and  investment  markets  represents  in 
only  a  very  small  part  new  industrial  facilities. 
On  the  contrary  this  indebtedness  represents 
capital  which  should  have  gone  into  our  railroads, 
house-building  and  other  construction  and  de- 
velopment work. 


Moderate  Price  Reductions  Indicated. 

The  rising  prices  of  the  last  year  have  indicated 
scarcity  of  goods  and  services  of  all  kinds.  A 
check  upon  nigher  prices  is  wholesome  and  de- 
sirable, but  does  not  signify  that  the  country  has 
run  a  full  normal  course  of  industrial  expansion. 
On  the  contrary  it  is  apparent  the  country  has 
scarcely  begun  to  make  good  the  deficit  in  capital 
improvements  which  would  have  been  made  but 
for  the  war.  It  has  scarcely  begun  to  make  good 
the  shortage  of  houses,  public  improvements  and 
railroad  equipment.  The  exports  of  May  reached 
a  total  surpassed  in  not  more  than  three  or  four 
months  of  our  history,  and  there  is  reason  to  be- 
lieve that  the  unsatisfied  needs  of  other  countries 
correspond  to  our  own. 

Until  this  loss  of  normal  capital  accumula- 
tion and  of  necessary  construction  has  been 
made  good,  it  seems  probable  that  while  ex- 
cessive price  advances  will  be  followed  by  re- 
actions, every  material  decline  in  construction 
costs  will  bring  out  new  demands  for  labor 
and  materials,  with  a  renewal  of  general  busi- 
ness activity.  Of  course  employment  and 
trade  are  mutually  dependent. 

The  crops  are  more  promising  than  earlier  in 
the  season,  which  means  that  the  buying  power  of 
the  agricultural  population  is  likely  to  be  fairly 
well  maintained,  and  this  is  the  great  steadying 
factor  in  the  domestic  trade  situation.  If  the 
crops  of  Europe  should  be  fortunately  so  large 
that  our  exports  of  foodstuffs  would  decline,  the 
way  would  be  cleared  for  a  general  lowering  of 
industrial  costs  and  of  prices  the  world  over,  and 
a  return  to  conditions  more  nearly  normal  than 
have  prevailed  since  the  outbreak  of  the  war.  On 
the  other  hand,  if  our  exports  of  farm  products 
continue  at  the  rate  of  last  year,  it  seems  improba- 
ble that  any  considerable  reduction  of  wages  or 
prices  will  occur  in  world  markets  or  in  this 
country.  The  situation  seems  to  make  a  gen- 
eral state  of  industrial  depression  improbable, 
but  favors  a  gradual  readjustment  of  supply 
and  demand  with  a  downward  tendency  of 
prices. 

World  Conditions. 

The  textile  centers  of  England  are  reporting 
a  falling  off  of  orders  from  all  parts  of  the 
world.  Trade  with  India  and  China  has  been 
hurt  by  the  decline  of  exchange.  The  Oldham 
Chronicle  of  the  second  week  in  June  reported  ■ 
on  the  situation  as  follows :  "Business  has  been 
very  dull.  ♦  *  *  Spinners  are  still  contemplating 
the  steady  reduction  of  their  order  books.  It  is 
doubtful  whether  the  majority  are  selling  one 
week's  production  in  four." 

From  Switzerland  comes  the  following  from 
a  prominent  representative  of  the  textile  in- 
dustry: 

"As  far  as  business  conditions  are  concerned  there 
Is  at  present  staBnatlon  In  the  selling  line  In  all  coun- 
tries. The  whole  world  has  apparently  Issued  an  or- 
der of  the  day  that  at  the  present  exorbitant  prices 


nothing  more  Is  to  be  purchased;  it  remains  to  be 
seen  if  this  rule  can  be  abided  by  as  it  must  not  be 
overloolied  that  the  rate  of  production  is  considerably 
less  than  before  the  war,  owing  to  the  reduced  work- 
ing hours,  and  that  on  all  sides  wages  are  again  show- 
ing a  tendency  to  advance.  In  any  case  it  will  bo 
advisable  not  to  rely  too  confidently  on  a  reduction 
in  prices.  A  reversal  of  present  views  on  the  position 
might  come  about  all  too  quickly.  To-day  it  looks  as 
If  the  next  few  months  would  be  very  quiet,  on  the 
other  hand  it  is  to  be  anticipated  that  after  this 
lengthy  stoppage  somewhat  more  activity  will  be 
manifested  towards  the  late  summer  months." 

The  shoe  and  leather  trades  are  also  experi- 
encing depression.  The  London  Economist 
says: 

The  demand  for  foreign  hides  remains  quiet,  and 
tanners.  In  view  of  a  falling  leather  market,  are  not 
buying,  many,  in  fact,  having  seriously  reduced  their 
input  in  order  to  steady  the  position.  Shoe  manufac- 
turers are  very  short  of  orders,  except  makers  of  high- 
grade  goods,  and  many  of  them  are  now  only  work- 
ing part  time,  as  with  the  high  cost  of  labor  there  is 
no  disposition  to  make  for  stock  on  a  falling  market. 

Wool  and  Hides. 

The  wool  market  is  adversely  aUccted  by  the 
fact  that  a  free  market  will  exist  in  Australia 
at  the  close  of  June,  and  that  there  is  a  heavy 
carry-over  of  government  stocks  there  as  well 
as  ample  stocks  in  the  United  States.  The 
Australian  premier,  Mr.  Hughes,  has  been  en- 
deavoring to  persuade  the  British  administra- 
tion to  favor  the  market  by  withholding  its 
accumulations  until  this  year's  crop  is  sold,  but 
this  policy  is  opposed  by  the  trade  generally  and 
has  not  been  adopted.  Recent  sales  in  London, 
about  the  1st  of  June,  showed  a  decline  of  about 
20  per  cent  from  the  preceding  auction,  and  in 
consequence  offerings  for  the  present  will  be  re- 
duced. The  British  government  may  be  expected 
to  adopt  a  policy  designed  to  protect  the  market 
against  an  extreme  decline. 

The  unfavorable  exchange  conditions  are  a 
serious  obstacle  to  wool  importations  by  the 
countries  on  tlie  continent  of  Europe,  Ger- 
many, which  should  be  a  large  purchaser,  tak- 
ing practically  nothing. 

In  this  country  the  markets  are  so  unsettled 
that  very  little  wool  is  changing  hands,  but  the 
Journal  of  Commerce  says  that  the  finer  grades 
are  off  20  to  30  per  cent  from  tlieir  high  level 
and  carpet  wools  60  to  75  per  cent. 

Hides  and  leather  have  had  a  heavy  decline 
in  the  last  three  months.  Prices  advanced  dur- 
ing the  war  on  heavy  exports  of  leather,  but 
declined  about  the  time  of  the  armistice,  and 
then  on  a  resumption  of  heavy  exports  in  the 
spring  of  1919  soared  higher  than  ever  before. 
Since  February  last  the  market  has  been  weak, 
best  calf  skins  declining  from  $9.00  to  about 
$2.50.  Horse  hides  were  as  high  as  $22  in  1919 
and  arc  now  as  low  as  $8.  The  general  run  of 
cattle  and  sheep  skins  are  down  40  to  50  per 
cent,  and  the  decline  upon  goat  skins  is  about 
the  same. 


Qeneral  Trade  Well  Maintained. 

Notwithstanding  the  stagnation  which  exists 
in  a  few  lines  general  trade  is  well  maintained, 
as  shown  by  the  fact  that  bank  clearings  in 
June  have  been  running  ahead  of  those  of  a 
year  ago.  The  May  pig  iron  output,  notwith- 
standing the  transportation  troubles,  was  at 
the  rate  of  36,000,000  tons  per  year,  and  the 
steel  ingot  output  at  the  rate  of  42,000,000  tons 
per  year. 

Building  operations,  however,  show  signs  of 
curtailment,  owing  to  further  advances  in  con- 
struction costs.  Brick-makers  report  many 
cancellations,  but  business  in  excess  of  ship- 
ping facilities. 

Agricultural  Conditions. 

The  general  crop  situation  has  improved 
steadily  and  is  very  encouraging.  The  harvest 
of  small  grain  is  completed  in  Texas  and  Okla- 
homa and  well  advanced  in  Kansas,  with  re- 
sults considerably  above  the  early  estimates. 
The  winter  wheat  crop  promises  to  be  above 
500,000,000  bushels,  and  spring  wheat  in  Mon- 
tana, the  Dakotas  and  Minnesota  is  doing  well. 
The  acreage  of  both  classes  of  wheat  is  15  or 
20  per  cent  below  that  of  last  year,  but  if  dis- 
aster does  not  happen  to  the  crop  in  harvest 
there  is  likely  to  be  as  much  grain,  including 
the  carry-over,  as  there  was  last  year.  The 
lost  acreage  in  wheat  is  largely  in  corn,  which 
has  a  good  stand,  plenty  of  moisture  at  this  time 
and  is  well  advanced.  There  is  more  than  the 
usual  amount  of  old  grain  in  farmers'  hands,  so 
much  in  fact  that  the  problem  of  where  to  put 
the  new  crop  is  troubling  the  rural  communi- 
ties out  West.  The  advice  of  authorities  Is  to 
stack  the  small  grain  and  postpone  threshing 
xmtil  the  granaries  are  cleared.  Threshing  has 
begun  in  the  Southwest  and  the  first  reports 
are  of  fine  quality  and  good  yield. 

The  First  National  Bank  of  Kansas  City, 
in  response  to  an  inquiry,  had  on  June  26  re- 
plies from  92  Kansas  towns  showing  tlie  num- 
ber of  cars  ordered  for  old  wheat  in  those 
towns  and  not  yet  furnished,  2,358;  storage, 
capacity  in  those  towns  .'5,532,500  bushels ; 
wheat  in  storage,  1,744,587  bushels;  estimate 
of  farmers'  holdings,  3,269,600  bushels ;  condi- 
tion of  new  wheat  crop,  17  "fair,"  55  "good"  and 
20  "excellent." 

The  hay  crop  is  made,  and  is  a  large  one, 
and  of  great  value  for  feeding  purposes.  But- 
ter production  is  at  a  good  rate  now,  but  was 
late  in  beginning,  so  that  on  June  1  the 
amount  which  had  gone  into  storage  was  only 
about  one-half  that  of  a  year  ago.  However, 
it  is  gaining  now,  and  with  a  favorable  season 
the  storage  may  be  as  large  as  last  year,  al- 
though the  average  price  of  the  stock  is  higher 
tlius  far.  The  same  is  true  of  tire  storage  of  eggs. 
By  the  way,  who  knows  now  what  a  dealer  can  af- 


ford  to  pay  for  butter  and  eggs  for  next  winter's 
trade?  It  would  be  well  for  people  who  are 
critical  of  the  "profiteers"  to  try  guessing  on 
their  own  account.  The  cold  storage  ware- 
houses will  handle  goods  for  anybody. 

Live  Stock. 

Cattle  and  hogs  arc  coming  to  market  in 
lighter  supply,  and  prices  have  recovered  no- 
tably, particularly  for  cattle,  since  early  in 
May.  At  that  time  sellers  of  fine  beeves  were 
making  heavy  losses,  but  they  are  feeling  bet- 
ter, with  prices  from  $2  to  $4  per  hundred- 
weight higher.  Hogs  are  up  perhaps  $1  per 
hundred-weight  and  the  lamb  market  is  also 
more  satisfactory  to  producers.  Last  winter 
was  a  disastrous  one  on  the  Western  ranges, 
particularly  in  Montana  and  Wyoming,  wnere 
losses  in  cattle  ran  from  10  to  25  per  cent  and 
in  sheep  from  10  to  12  per  cent.  Feed  was 
scarce  and  very  dear,  the  winter  long  and 
larger  amounts  of  feed  had  to  be  shipped  in 
from  states  farther  east.  It  is  said  to  have 
cost  an  average  of  $30  per  head  to  winter  cat- 
tle in  Montana  and  Wyoming,  and  $5  or  $6 
per  head  in  the  case  of  sheep.  Both  states 
have  been  seriousy  denuded  of  their  herds  and 
it  will  take  several  good  years  to  restore  them. 

The  losses  which  cattle  feeders  have  experi- 
enced have  had  the  effect  of  reducing  the  num- 
ber of  feeders  for  the  coming  season.  The 
distribution  for  feeding  is  lighter  than  usual, 
which  foreshadows  a  shortage  of  finished 
beeves  next  winter.  The  outlook  for  hogs 
likewise  is  for  a  smaller  crop.  This  general 
situation  is  the  result  of  markets  for  live  stock 
out  of  line  with  prices  for  corn. 

Wool. 

The  situation  which  has  developed  in  wool 
inflicts  further  hardships  upon  the  stock  grow- 
ers of  the  West.  The  wool  market  collapsed 
almost  in  a  day  from  the  high  range  of  prices 
which  have  been  ruling  for  the  last  year  to  a 
state  in  which  bids  are  almost  unobtainable. 
The  market  is  in  such  a  chaotic  condition  that 
practically  no  business  is  being  transacted. 
Owing  to  the  heavy  expenditures  which  the 
ranchmen  have  been  under,  not  only  in  pro- 
ducing the  present  crop  of  wool  but  in  win- 
tering their  herds,  they  are  obliged  to  realize 
on  their  clip  in  some  manner,  and  a  meeting 
with  the  Federal  Reserve  Board  has  been  held 
to  consider  what  means  might  be  devised  for 
procuring  credit  for  them.  The  conclusion  ar- 
rived at  was  to  attempt  relief  by  means  of  90 
days'  acceptances,  in  hopes  that  the  wool  mar- 
ket will  recover  stability  in  that  time  In  order, 
however,  to  dispose  of  acceptances  on  the  mar- 
ket it  will  be  necessary  that  the  wool  be 
pledged  and,  of  course,  released  from  any  liens 
already  existing  against  it.  The  situation  is  a 
trying  one,  in  view  of  the  unsettled  condition 


of  world  markets,  and  it  is  of  general  concern 
because  it  affects  a  great  essential  industry. 

The  cotton  crop  after  suffering  a  bad  start 
and  showing  last  month  the  lowest  condition 
known  at  that  stage,  has  made  a  remarkable 
recovery  in  June,  and  now  bids  fair  to  make 
nearly  as  large  a  yield  as  last  year,  or  approxi- 
mately 11,000,000  bales. 

Foreign  Crops. 

The  crops  of  Europe  doubtless  will  be  larger 
than  in  any  year  since  the  war  began,  but  until 
Russia  resumes  her  old  position  as  an  exporter 
of  foodstuffs  and  raw  materials  Western  Eu- 
rope will  necessarily  depend  largely  upon  the 
United  States  and  Canada.  ITie  crop  outlook  for 
the  latter  is  on  a  par  with  that  of  the  United 
States. 

Argentina  seems  to  be  in  the  position  of  hav- 
ing sold  too  much  of  its  wheat  crop.  The  last 
crops  were  large  and  exports  since  January  1 
have  been  the  largest  in  the  history  of  the 
country.  The  tonnage  in  the  first  three 
months  of  this  year  of  wheat,  flour,  corn,  oats 
and  linseed  compare  with  other  years  as  fol- 
lows: 

1920 2,972,903 

1919 71 1,829 

1918 799,503 

1917 1,044,237 

1916 1,569,323 

1915 1,903,280 

The  Argentine  government  is  now  attempt- 
ing to  buy  back  a  part  of  the  wheat  crop,  be- 
lieving that  not  enough  has  been  reserved  to 
supply  the  domestic  needs,  and  has  levied  an 
export  tax  on  wheat  and  flour  which  is  equiva- 
lent to  about  46  cents  per  bushel  for  wheat  and 
$1.89  per  barrel  for  flour. 

Sugiar. 

The  world's  crop  of  sugar  last  year  was  more 
than  1,000,000  tons  short  of  that  of  the  previous 
year,  and  the  latter  was  about  2,000,000  tons 
short  of  the  last  crop  before  the  war.  The 
average  sugar  exports  of  the  countries  of  Eu- 
rope for  the  three  years,  1910-12.  as  given  by 
the  London  Economist,  was  as  follows:  Ger- 
many, 674,000  tons;  Austro-Hungary,  660,000 
tons;  Russia,  327,000  tons;  France,  165,000 
tons;  Belgium,  147,000  tons;  Holland,  126,000 
tons ;  a  total  of  over  2,000,000  tons.  Of  these  only 
Holland  and  Czecho-Slovakia  have  exported  any 
sugar  since  the  war. 

The  situation  in  the  United  States  is  becom- 
ing easier  as  the  result  of  imports  from  all 
quarters  of  the  world.  About  21,000  tons  have 
been  purchased  in  Argentina,  which  will  come 
along  later  in  the  season,  and  will  be  distri- 
buted under  arrangements  effected  by  the  gov- 
ernment to  the  canning  and  preserving  indus- 
tries, which  are  said  to  be  now  assured  of  a 
supply.    The  expectations  are  for  larger  pro- 


duction  in  all  sugar-producing  countries  this 
year,  and  for  increasing  supplies  until  prices 
return  to  normal  figures. 

Financial  Conditions. 

Now  that  the  reserve  banks  have  recovered  their 
equilibrium  after  the  tax-payments  of  June  15, 
it  is  possible  to  take  account  of  the  trend  of 
their  operations  during  June.  The  amount  of 
bills  secured  by  government  obligations  had 
been  reduced  on  June  25,  from  $1,447,962,000 
on  May  28  to  $1,277,980,000,  but  other  bills,  in- 
cluding open  market  purchases,  have  risen 
from  $1,490,019,000  to  $1,552,999,000.  The  ef- 
fect of  the  payment  of  about  $720,000,000  in 
taxes  is  perhaps  not  yet  fully  evident.  The 
total  earning  assets  of  the  twelve  reserve 
banks  on  June  25  was  $3,183,275,000,  against 
$3,244,425,000  on  May  28,  $3,235,832,000  on 
April  30  and  $2,354,167,000  a  year  ago.  This 
increase  of  nearly  $800,000,000  since  the  last 
war  loan  was  closed,  and  over  a  period  during 
which  production  was  not  increasing,  tells  the 
story  of  inflation,  but  not  the  whole  story,  for 
it  would  be  necessary  to  have  the  loans  of  the 
individual  banks  to  show  that. 

Undoubtedly  the  inability  of  the  railroads  to 
move  freight  freely  is  the  chief  factor  in  the 
failure  to  date  of  the  effort  to  reduce  loans. 
The  story  is  the  same  in  every  part  of  the 
country.  The  rural  sections  cannot  deliver 
farm  products,  the  mining  districts  cannot  de- 
liver coal  and  the  factories  cannot  deliver  their 
products.  The  exchanges  are  hampered  and 
more  credit  is  required.  There  is  no  immediate 
prospect  of  relief.  It  looks  as  though  a 
system  of  priorities,  or  rationing,  for  railway 
service  as  well  as  for  bank  credit,  would  have 
to  be  adopted,  to  enable  the  most  essential 
business  to  be  done. 

Business  Overdone. 

The  plain  truth  is  that  the  wants  of  the  coun- 
try, released  from  the  restraints  of  the  war 
time,  are  in  excess  of  the  industrial  capacity  of 
the  country,  and  the  demand  for  credit  is 
greater  than  required  to  operate  the  in- 
dustries and  handle  the  exchanges  in  a  normal 
manner.  It  is  a  competitive  demand,  a  de- 
mand which  represents  the  efforts  of  producers 
and  dealers  to  get  labor,  materials  and  goods 
away  from  each  other,  and  under  sucn  condi- 
tions any  amount  of  credit  that  may  be  grant- 
ed will  be  largely  expended  in  driving  up  wages 
and  prices. 

The  transportation  problem  will  have  to  be 
worked  out  by  applying  capital  to  the  improve- 
ment of  facilities,  and  meanwhile  it  is  evident 
that  what  the  country  needs  is  not  more  credit 
but  more  capital.  People  are  prone  to  confuse 
the  powers  of  credit  and  capital,  to  think  that 
the  former  can  be  substituted  for  the  latter  to 
a  greater  degree  than  is  possible.     Credit  is 


purchasing  power;  you  can  buy  things  with 
credit  but  you  cannot  make  things  with  it. 
Credit  is  an  intangible  thing,  while  capital  is 
always  something  tangible,  as  lands,  buildings, 
machinery,  materials.  Credit  gives  mobility  to 
capital,  helps  to  make  capital  available  in  dif- 
ferent ways  and  places,  but  when  it  comes  to 
actual  production  nothing  can  be  done  without 
labor  and  capital.  It  follows,  therefore,  that  if 
the  use  of  credit  as  purchasing  power  is  in- 
creased faster  than  the  supply  of  labor  and 
capital  is  increased,  wages  and  prices  will  be 
forced  upward. 

We  have  had  that  during  the  past  year,  and 
the  movement  has  been  carried  to  the  point 
where  a  reaction  results  from  natural  causes. 
Some  lines  of  industry  have  outrun  others,  the 
situation  is  out  of  balance,  the  natural  reci- 
procity is  lost,  the  industries  are  not  mutually 
supporting  as  they  must  be  for  a  state  of  per- 
manent prosperity.  There  miist  be  a  readjust- 
ment and  in  view  of  the  strained  condition  of 
credit  it  must  be  at  a  lower  level  of  values. 
There  can  be  no  relief  for  the  credit  situation 
except  at  a  lower  level  of  values,  where  less 
credit  will  be  required  to  handle  the  business 
of  the  country.  Of  course  just  as  much  busi- 
ness can  be  done,  just  as  many  goods  made  and 
distributed,  at  one  level  of  values  as  another. 
Nothing  has  been  gained  by  the  great  expan- 
sion of  bank  credit  and  rise  of  prices  which 
has  taken  place  during  the  past  year.  The 
situation  is  more  difTicult  to  deal  with  now  than 
it  was  then,  and  every  increase  in  the  volume 
of  bank  credit  and  advance  in  the  price  level 
will  make  it  still  more  difficult,  because  the 
ground  will  have  to  be  retraced. 

The  Money  Market. 

The  money  market  quotably  has  been  with- 
out much  change  throughout  the  month  al- 
though the  tax-payments  and  preparations  for 
July  disbursements  have  put  an  additional 
strain  upon  it,  and  call  money  has  been  in  rela- 
tively smaller  supply  and  ranged  somewhat 
higher.  This  situation  is  expected  to  improve 
as  funds  are  released  following  July  1st,  and 
there  should  be  a  situation  of  comparative  ease 
until  the  fall  demands  begin  to  make  them- 
selves felt.  Time  money  is  in  scant  supply  at 
8  to  9  per  cent,  commercial  paper  8  per  cent. 

The  Federal  Reserve  Banks  of  New  York,  Chi- 
cago and  Minneapolis  on  June  1st  raised  the  rates, 
upon  rediscounted  paper  and  15-day  collateral 
loans  to  7  per  cent,  although  in  New  York  State 
the  maximum  rate  of  interest  upon  time  loans 
to  iiidividuals  is  6  per  cent.  Other  reserve 
banks  probably  have  been  deterred  from  simi- 
lar advances  by  like  restrictions  upon  the 
charges  of  member  banks. 

In  New  York  State  the  usury  law  does  not 
apply  to  call  loans  of  over  $5,000  or  loans  to 


corporations.  Presumably  the  legislators  were 
not  interested  in  extending  their  paternal  care 
over  such  borrowers,  but  the  effect  of  the  usury 
law  in  times  like  this,  when  borrowers  are 
more  interested  in  getting  accommodations 
than  they  are  in  the  rate,  is  to  give  an  advan- 
tage to  the  very  class  as  to  whom  the  legisla- 
tors were  indifferent.  When  there  are  not 
enough  funds  to  go  around,  naturally,  other 
things  being  equal,  the  borrowers  who  pay 
the  best  rate  are  likely  to  have  a  preference, 
which  furnishes  another  illustration  of  the  dif- 
ficulty which  legislators  usually  find  in  trying 
to  make  water  flow  up  hill.  Fortunately,  the 
relations  of  individual  customers  to  their  bank- 
ers are  not  determined  solely  by  the  rate  of  in- 
terest upon  their  borrowings,  and  valued  cus- 
tomers are  usually  accorded  the  accommoda- 
tions to  which  they  are  entitled. 

The  cessation  of  gold  exports  has  been  a 
favorable  development,  and  the  probability  that 
considerable  gold  will  come  between  now  and 
October  from  London  tends  to  strengthen  the 
position  of  the  money  market.  These  receipts 
will  replenish  the  supply  and  enable  the  re- 
serve banks  to  meet  future  export  demands, 
provided  they  are  not  forthwith  used  as  the 
basis  of  additional  credit.  It  is  clearly  the  in- 
tention of  the  Federal  Reserve  authorities  that 
they  shall  not  be  so  used.  The  public  will  do 
well  not  to  look  for  any  relaxation  of  present 
credit  restrictions  until  after  a  very  consid- 
erable reduction  in  the  present  volume  of  credit 
has  been  accompli siied,  which  is  not  likely  to  oc- 
cur this  year. 

Foreign  Trade  and  The  Exchanges. 

The  foreigTi  trade  of  the  United  States,  accord- 
ing to  statistics  of  the  Department  of  Commerce, 
shows,  for  the  month  of  May,  exports  of  $739,- 
000,000  against  $685,000,000  in  April  of  this  year, 
and  $60-1.000,000  in  May  of  last  year.  For  the 
eleven  months  ended  Mav,  1920,  exports  were 
$7,474,000,000.  against  $6,304,000,000  in  1919. 

Imports  in  May  totaled  $431,000,000,  against 
$496,000,000  in  April,  and  $329,000,000  in  May 
of  last  year.  For  the  eleven  months  ending  in 
May  of  this  year,  imports  were  $4,686,000,000, 
against  $2,803,000,000  in  the  same  period  of  last 
year. 

These  figures  do  not  include  movements  of  the 
precious  metals.  The  latter  have  been  lig;ht.  The 
Canadian  government  has  sent  $8,000,000  to  New 
York  to  meet  its  own  payments  here,  a  few 
millions  of  Transvaal  gold  has  come  here  from 
London,  and  the  Argentine  government  has  re- 
leased an  amount  of  which  mention  is  made  else- 
where. On  balance  there  has  been  a  gain  of  gold 
since  the  movement  to  Argentine  ceased,  but  since 
January  1  extwrts  have  aggregated  $190,000,000 
and  imports  $97,600,000. 

The  balance  of  over  $300,000,000  in  May  in  our 
favor  on  merchandise  account  was  a  surprise.    It 


is  reassuring  to  have  exports  keep  up  as  they  do, 
and  to  have  the  European  exchanges  show  the 
strengtii  they  do,  but  nobody  pretends  to  under- 
stand all  this  phenomena.  Of  cour.se  the  larger 
volume  of  exports  from  Europe,  not  only  to  the 
United  States  but  to  other  parts  of  the  World,  is 
an  imjxjrtant  factor. 

Exchang;e  Rates. 

The  pound  sterling,  Paris,  Belgian  and  Swiss 
franc  and  lire  have  all  made  gains  during  tiie  past 
month.  The  mark  has  lieen  stronger,  for  rea- 
.sons  not  clear,  but  probably  under  specula- 
tive buying  induced  by  reports  of  a  read- 
justment of  the  indemnity  more  favorable  to 
Germany.  The  immediate  food  crisis  in  Germany 
must  be  passing  with  the  maturity  of  this  season's 
crops  and  it  is  to  be  hoped  that  before  the 
necessity  for  further  importations  comes  Germany 
may  have  something  to  cxiwrt  in  payment.  The 
crops,  however,  are  not  back  to  normal.  The  soil 
needs  fertilizers  not  produced  in  Germany  and 
which  it  has  not  been  able  to  buy  this  year, 
although  it  would  have  helped  the  food  situation 
everywhere  to  have  helped  Germany  to  a  good 
crop. 

The  industrial  recovery  of  Germany  waits  on 
help  from  outside  to  en.nble  the  industries  to  buy 
the  materials  they  need,  and  meantime  the  printing 
presses  are  turning  out  more  marks  daily. 

The  table  of  monthly  quotations  is  as  fol- 
lows : 

Rate  In      New     ChanRe 

Unit      cents  r.ate         from    Depre- 

Value   May  25    June  25      par     elation 

Canada    1.00         .8950         .8800         .1200         12.00 

Oermany    2382         .0255         .0270         .2112         88.66 

Italy 1930         .0535         .0610         .1314  68.08 

Belgium   1930         .0765         .0870         .1060         64.92 

France    1S30         .0740         .0829  .1101  57.05 

England     4.8665       3.85  3.9675         .8990         18.47 

Switzerland...     .1930         .1770         .182.'".         .0105  5.44 

Holland    4020         .3643         .3562         .0458         11.39 

Denmark   2680         .1635         .1645         .1035         38.62 

Norway    2680         .1800         .1678         .1002         37.39 

Sweden    2680         .2100         .2210         .0470         17.54 

Spain    1930         .1670         .1670         .0260         13.47 

Argentina    9648         .9662         .9537         .0111  1.15 

Japan    4985         .5100         .5150         .0165         'S.Sl 

•Premium. 

Sterling  began  a  distinct  upward  movement  the 
latter  part  of  May,  early  iii  June  reached  $3.%. 
and  later  touched  $4.  The  Chancellor  of  the  Ex- 
chequer has  announced  that  the  credits  accumu- 
lated by  Great  Britain  are  sufficient  to  pay  ofT  one- 
half  of  the  British  .share  of  the  Anglo-French 
external  loan,  maturing  in  October.  Undoubtedly, 
an  important  factor  in  the  upward  movement  of 
the  pound  sterling  is  the  economic  and  financial 
recovery  of  Great  Britain,  which  in  view  of  the 
stupendous  difficulties  encountered  is  entitled  to 
recognition. 

British  Finances. 

British  Treasury  revenues  are  now  exceeding 
ordinary  expenditures  and  the  government  is  plan- 
ning to  reduce  its  indebtedness  by  something  more 
than   $1,000,000,000  in   the  current   fiscal   year. 


6 


Notwithstanding  the  shipment  of  approximately 
$50,000,000  of  gold  to  the  United  States  in  recent 
months  on  government  account,  the  gold  reserves 
of  the  Bank  of  England  on  June  24th  amounted 
to  $585,000,000,  which  compares  with  about  $435,- 
000,000  a  year  ago,  about  $315,000,000  two  years 
ago,  and  $175,000,000  before  the  war.  Of  course 
the  liabilities  have  grown  since  1914  in  greater 
proportion  than  the  reserves,  but  the  Bank  has  not 
lost  ground  since   the  war  ended. 

Approximately  $20,000,000  of  gold  was  received 
about  the  first  of  last  month  from  Hong  Kong, 
on  British  government  account.  This  is  under- 
stood to  have  been  some  of  the  Kolchak  gold, 
originally  pledged  to  secure  a  British  loan. 

Further  shipments  from  London  are  expected 
in  the  near  future,  and  apparently  large  amounts 
must  be  forwarded  between  now  and  October  1 5th 
to  carry  out  the  announced  purpose  of  paying  the 
$500,000,000  Anglo-French  loan  in  full. 

British  Banking  Poiicy. 

In  this  connection  it  may  be  added  that  much 
is  said  in  the  United  States,  usually  by  way  of 
criticism  upon  banking  policy  here,  of  the  liberal- 
ity and  courage  shown  by  British  bankers  in 
financing  trade  and  enterprise.  The  same  kind  of 
comment  is  heard  in  England  upon  banking  policy 
in  the  United  States  and  elsewhere,  by  the  same 
class  of  critics.  Before  the  war  it  was  common 
in  England  to  extol  the  liberality  and  enterprise  of 
German  bankers  at  the  expense  of  British  bankers. 

As  a  matter  of  fact  British  bankers  are  follow- 
ing the  same  general  policy  pursued  by  bankers 
in  the  United  States,  in  efforts  to  prevent  further 
inflation.  The  Bank  of  England  led  the  Reserve 
banks  of  the  United  States  in  adopting  a  6  per 
cent,  rate,  again  in  adopting  a  7  per  cent,  rate, 
and  if  reports  from  excellent  sources  are  correct 
it  is  now  contemplating  an  8  per  cent  rate.  The 
financial  authorities  of  England  have  held  stead- 
fastly to  the  purpose  of  restricting  credit,  reducing 
indebtedness  and  building  up  reserves  as  fast  as 
consistent  with  taking  good  care  of  their  maturing 
obligations,  as  in  the  case  of  the  Anglo-French 
loan.  It  goes  without  saying  that  the  British  and 
French  governments  would  much  prefer  to  renew 
their  joint  loan,  but  they  have  recognized  the  in- 
advisability  of  attempting  to  do  so  in  the  present 
state  of  this  investment  market. 

One  of  the  examples  of  resourcefulness  has 
been  the  act  of  the  British  government  in  lending 
Argentina  $50,000,000  in  the  United  States  with 
which  to  pay  the  lattcr's  obligations  aggregating 
that  sum,  which  matured  in  this  market  on  May 
15th  last.  In  doing  this  the  British  government 
was  anticipating  a  payment  of  its  own  to  Argentina 
which  falls  due  in  January,  1921,  on  a  food  credit 
granted  in  1918. 

The  loans  and  deposits  of  the  Bank  of  England 
have  declined  in  recent  months  and  the  policy  of 
keeping  the  uncovered  issue  of  exchequer  notes 
under  the  limit  fixed,  £320,600,000,  has  been  ad- 


hered to.  On  June  9  the  percentage  of  reserve  to 
exchequer  notes  in  circulation  was  10.9  against  8.3 
on  June  25,  1919,  and  9.1  on  December  31,  1919. 

Soutb  American  Excliange. 

Trade  with  the  countries  of  South  America  is 
running  in  favor  of  the  United  States  to  such  an 
extent  that  the  latter  is  recovering  some  of  the 
gold  previously  shipped  to  that  quarter.  Ex- 
change on  the  United  States  is  at  a  sufficient  pre- 
mium in  Buenos  Aires  to  justify  gold  exports 
from  there,  but  the  Argentine  Government  is 
meeting  the  demand  by  receiving  currency  at  the 
conversion  office  in  exchange  for  gold  which  it  has 
had  on  deposit  with  the  Federal  Reserve  Bank  of 
New  York.  Currency  had  been  issued  against 
this  gold  in  Argentina,  the  same  as  though  the 
metal  was  stored  there,  and  as  this  currency  is 
presented  for  redemption  gold  is  released  here, 
which  serves  the  convenience  of  all  parties  and  has 
saved  the  cost  of  transporting  gold  both  ways.  This 
is  a  practical  illustration  of  the  services  of  a  Pan 
American  gold  fund,  which  has  been  under  con- 
sideration by  the  Pan  American  Finance  Com- 
mission. 

This  turn  of  affairs  also  serves  as  a  timely  re- 
minder of  the  mistake  which  might  have  been 
made  by  hastily  placing  an  embargo  upon  the  ex- 
portation of  gold  a  few  months  ago.  About  $17,- 
000,000  of  Argentine  gold  has  been  released  in 
New  York,  which  is  equivalent  to  a  return  of  so 
much  of  our  exportations  made  early  in  the  ye:ir. 

The  South  American  exchanges  are  likely  to 
continue  in  our  favor  until  fall,  when  the  next 
crop  of  Argentine  wool  will  be  ready  to  move. 

The  Asia  Exchanges. 

Trade  relations  between  Asia  and  the  rest  of 
the  world  have  changed  decidedly  since  February 
last,  when  the  United  States  Government  was 
melting  silver  dollars  to  satisfy  the  demand  for 
bullion  for  export  to  China  and  the  British  Gov- 
ernment decreed  that  hencefortii  ten  rupees  should 
be  the  equivalent  of  a  sovereign.  Apparently  the 
trade  balance  has  shifted;  anyhow  silver  is  no 
longer  wanted  for  China  and  the  British  Council 
for  India  has  been  selling  securities  from  the  gold 
standard  reserves  in  London  to  meet  drafts  on 
London  sold  in  India,  a  proceeding  which  in- 
volves a  considerable  loss  to  the  fund  at  present 
seairity  prices. 

The  embargo  maintained  since  the  beginning 
of  the  war  upon  private  importations  of  gold  and 
silver  into  India  has  been  raised,  but  no  metal  is 
going  there  from  the  United  States,  although  im- 
jxjrtations  from  India  doubtless  exceed  our  ex- 
portations to  that  country.  We  are  making  settle- 
ment through  London,  taking  advantage  of  our 
ability  to  buy  London  exchange  at  a  discount  and 
convert  it  into  rupee  drafts. 

A  curious  feature  of  the  situation  is  that  not- 
withstanding the  fall  of  Indian  exchange  and 
the  sale  of  gold  reserve  securities  to  meet  drafts 
from  India  on  London,  a  considerable  movement 


of  gold  from  London  to  India  continues.  It  seems 
to  be  in  response  to  the  demand  for  gold  outside 
of  financial  uses,  a  demand  for  gold  as  a  com- 
modity rather  tliaii  as  a  debt-paying  medium. 

The  Situation  in  Japan. 

The  yen  has  advanced  to  a  premium  in  this 
market,  notwithstanding  the  fact  that  the  trade 
balance  is  against  Japan,  and  several  million  dol- 
lars have  gone  out  by  recent  steamers.  This  seems 
to  represent  a  withdrawal  of  balances,  probably 
for  the  purpose  of  strengthening  reserves.  There 
has  been  recurrence  of  panicky  conditions,  al- 
though the  exchanges  have  been  reopened  and  it 
has  been  thought  that  the  worst  was  over.  At 
the  end  of  May  raw  silk  was  at  the  lowest  price 
registered  since  before  the  war. 

For  the  month  of  May  and  five  months  of  this 
/ear,  the  imports  and  exports  of  Japan  have  been 
as  follows: 

May  Five  Months 

Importi — yen    293,846,000         1,394,804,000 

Exports — yen    191,583,000  954.581.000 

Excess  Imports   102,363.000  440,233,000 

We  are  not  likely  to  lose  much  gold  to  Japan 
while  trade  continues  in  this  state,  but  trade  is 
likely  to  decline  and  it  remains  to  be  seen  which 
side  will  fall  most  rapidly. 

The  Price  of  Silver. 

The  falling  off  in  the  demand  for  silver  for 
Asia  has  resulted  in  a  peculiar  situation  in  the 
silver  market  in  this  country.  Under  the  Pittman 
act  the  Secretary  of  the  Treasury  is  required  to 
replace  the  melted  silver  dollars  by  the  purchase 
and  coinage  of  bullion,  the  product  of  American 
mines  and  smelters,  when  such  bullion  can  be 
obtained  at  $1.00  per  ounce.  Accordingly  the 
Director  of  the  Mint  has  been  given  a  standing 
order  to  buy  207,000,000  ounces  of  the  American 
product,  and  purchases  have  begun.  The  silver 
must  be  identified  as  the  product  of  American 
mines  and  American  smelters,  but  as  smelters  in 
their  operations  find  it  necessary  to  mix  the 
foreign  and  domestic  ores,  they  are  permitted  to 
deliver  as  American  product  an  amount  equivalent 
to  their  purchases  from  American  mines. 

Under  ordinary  conditions,  since  the  United 
States  is  one  of  the  chief  sources  of  silver  for 
world  consumption,  the  absorption  of  its  entire 
product  for  domestic  consumption  at  $1.00  per 
ounce  might  be  expected  to  raise  the  price  in  all 
markets  at  least  to  that  level,  but  to  the  surprise 
of  everybody  this  has  not  been  the  effect  in 
the  present  instance.  Calculations  have  been  up- 
set by  the  supply  of  melted  silver  coin  arrivine 
in  London  from  the  continent  of  Europe,  which 
is  reported  as  amounting  approximately  to  1,000,- 
000  ounces  per  week.  Nobody  knows  how  long 
this  stream  will  last,  but  the  total  silver  coinage 
of  Europe  is  large,  and  it  is  all  out  of  use  as 
money. 


Formerly  Elurope  was  a  steady  buyer  of  new 
silver  for  coinage  purposes,  but  now  it  has  not 
only  ceased  to  be  a  buyer  but  become  seller  of 
quantities  sufficient  to  take  the  place  of  normal 
American  exports. 

As  a  result  of  this  development,  in  connection 
with  the  decline  of  the  demand  for  Asia,  there 
are  two  prices  for  silver  bullion  in  the  United 
States,  to  wit :  the  price  paid  by  the  United  States 
Treasury  for  the  product  of  American  mines  and 
smelters,  and  the  market  price  of  foreign  silver 
for  commercial  use.  The  former  is  $1.00  per 
ounce  and  the  latter  fluctuates  from  day  to  day 
with  supply  and  demands  being  now  about  92 
cents. 

As  in  other  instances  of  abnormal  prices  there 
is  a  likelihood  that  silver  producers  will  suffer  in 
the  long  run  from  the  recent  spurt  of  prosperity. 
It  may  be  a  long  time  before  the  consumption  of 
silver  for  coinage  purposes  gets  back  to  what  it 
was  before  the  war.  The  British  government  is  re- 
ducing the  contents  of  its  silver  coin  from  eleven- 
twelfths  to  five-tenths.  Moreover,  as  prices  fall 
the  amount  of  coins  required  in  circulation  will 
be  less  than  it  has  been. 

The  Railroad  Situation. 

The  inadequacy  of  railroad  service  continues  to 
be  the  most  serious  factor  in  both  the  industrial 
and  financial  situations,  although  it  must  not  be 
understood  that  the  movement  of  freight  is  not 
heavy.  For  the  first  three  months  of  this  year  the 
tonnage  handled  was  24.7  per  cent,  greater  than  in 
the  first  three  months  of '1919,  and  29  per  cent, 
greater  for  the  month  of  March.  Compared  with 
the  corresponding  months  of  1917,  tonnage  was 
greater  by  7.6  per  cent,  in  January,  1920,  by  8  per 
cent,  in  February  and  by  8.6  per  cent,  in  March. 

These  figures  are  for  months  before  the  rail- 
way strikes  began.  Tonnage  figures  are  not  avail- 
able for  later  months,  but  for  April  the  gross 
earnings  of  the  roads  were  greater  than  in  April 
of  last  year,  amounting  to  $385,680,000,  against 
$373,883,000  in  April,  1919. 

The  fact  that  earnings  were  greater  in  April 
than  a  year  ago  is  surprising  in  view  of  the  con- 
fusion occasioned  by  the  strike.  The  congestion 
at  the  terminals  has  been  very  great  and  the 
efficiency  of  car-service  apparently  very  low. 
Sporadic  strikes  have  been  occurring  at  scattered 
points  in  a  manner  which  has  suggested  concerted 
action  for  the  purpose  of  influencing  the  wage 
board,  which  has  been  deliberating  upon  the  appli- 
cations for  increased  pay.  Recently,  outbreaks  at 
Philadelphia  and  Baltimore  have  compelled  the 
establishment  of  embargoes  against  consignments 
to  those  important  ports. 

There  could  be  no  more  striking  example  of 
injury  done  to  the  entire  wage-earning  population 
by  the  inconsiderate  action  of  a  part  of  it  than  is 
afforded  by  these  strikes.  Thousands  of  wage- 
earners  have  lost  millions  in  wages  by  the  shut- 
downs of  industrial  establishments  made  neces- 
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mands  for  capital  easing  to  any  marked  degree 
for  some  period ;  nevertheless,  sound  issues  should 
continue  to  be  absorbed  in  increasing  volume. 

Qovemment  and  Municipal  Issues. 

Early  in  the  month  the  Federal  Reserve 
Bank  increased  its  rediscount  rates,  and  Liberty 
Bonds  declined  2j4  points,  while  Victory  Bonds 
declined  J-4  of  a  point.  On  June  10  the  Secre- 
tary of  the  Treasury  announced  $400,000,000 
Treasury  Certificates  in  tviro  series,  to  bear  5^%, 
for  the  January  3,  1921  maturity,  and  6%  for  the 
June  15,  1921  maturity.  This  announcement  re- 
sulted in  only  a  slight  decline  in  government  se- 
curities, and  the  successful  sale  of  the  certificates 
resulted  in  a  firmer  tone  for  all  government  is- 
sues. Investment  houses  specializing  in  Liberty 
issues  are  reporting  a  wide  demand  from  all  sec- 
tions of  the  country,  particularly  for  the  small 
denominations.  This  indicates  that  investors  are 
taking  advantage  of  the  present  opportunities  to 
purchase  government  issues  which  yield  from  5% 
to  6.35%. 

The  new  level  of  municipal  prices  seems  to 
have  become  more  stabilized  during  the  past 
month,  and  a  recent  survey  shows  that  about 
$18,000,000  in  new  municipal  issues  have  been 
placed  for  investment  during  the  past  few  weeks. 
High-grade  issues  of  the  states  and  larger  munici- 
palities have  been  selling  at  prices  to  yield  from 
51^%  to  5^%  on  maturities  of  10  years  or 
longer,  and  6%  on  the  shorter  maturities.  Sec- 
ond-grade municipals  have  been  ruling  on  a  6% 
basis  for  long  maturities  and  as  high  as  7%  on 
the  short  maturities.  The  supply  of  new  issues 
has  been  unusually  small,  and  this  has  been  an 
important  factor  in  the  maintenance  of  prices.  It 
is  interesting  to  note  that  municipals  are  now 
selling  at  prices  which  return  the  highest  yield 
during  the  past  twenty  years.  The  increase  in 
the  volume  of  municipal  offerings  and  the  grad- 
ual increase  in  the  cost  of  money  are  the  re- 
sponsible factors.  From  1900  to  1910  mvmici- 
palities  were  engaged  in  the  construction  of  build- 
ings or  the  selection  of  tangible  property,  but 
since  that  date  road  building  has  occupied  a  promi- 
nent position  in  municipal  financing.  Since  1915 
the  yields  have  increased  at  a  more  rapid  rate. 
The  Wall  Street  Journal  recently  published  a 
comparison  of  the  yields  of  10  standard  state, 
city  and  county  bonds  located  in  Massachusetts, 
New  York,  New  Jersey,  Ohio.  Illinois,  Minnesota, 
Utah,  Oregon,  Texas  and  Virginia.  The  bonds 
selected  were  direct  obligations  levied  upon  the 
real  and  personal  property  of  the  municipality, 
and  the  average  yields  follow: 

1900 3.41% 

1905 3.73 

1910 4.10 

1915  4.28 

1920 5.25 

The  larger  issues  during  the  past  month  include 
$1,500,000  Jersey  City  6s,  to  yield  5.65%,  $4,- 


sary  by  these  strikes,  while  the  cost  of  food  sup- 
plies and  other  goods  have  increased.  The  rail- 
way men  justify  their  action  by  complaining  of 
the  slow  procedure  of  the  Wage  Board,  but  it  may 
be  noted  that  the  Interstate  Commerce  Commis- 
sion is  quite  as  deliberate  in  dealing  with  the 
applications  of  the  railway  companies  for  in- 
creased rates.  In  fact,  the  rates  have  been  in- 
sufficient for  years. 

The  railway  employes  have  fared  very  well  on 
the  whole  as  compared  with  wage-earners  in  other 
industries,  regularity  of  employment  and  rates  of 
pay  considered,  and  very  well  compared  with  the 
treatment  accorded  railway  shareholders.  Public 
supervisory  bodies  are  expected  to  have  due  re- 
gard for  their  responsibilities  and  to  act  with 
deliberation.  Such  a  body  as  the  Wage  Board, 
composed  as  it  is  of  representatives  of  the  em- 
ployes, employing  companies  and  the  public,  inevi- 
tably requires  time  to  reach  an  agreement,  and 
probably  will  have  to  compromise  differences. 

The  Bond  Market. 

The  bond  market  during  June  did  not  dis- 
play any  outstanding  characteristics,  but  in- 
investment  houses  engaged  in  the  distribution  of 
general  issues  have  reported  a  fair  business. 
There  were  a  limited  number  of  new  issues  which 
were  taken  by  the  smaller  investors,  and  the 
best  indication  of  general  conditions  through- 
out the  country  may  be  obtained  from  a  report 
of  one  of  the  larger  investment  houses  whose 
average  sale  on  a  $10,000,000  industrial  was* 
less  than  $2,500.  This  situation  has  naturally 
led  to  the  question,  "What  is  the  large  investor 
doing  with  his  money  ?"  The  answer  may  best  be 
summarized  by  a  letter  which  was  recently  re- 
ceived from  a  man  of  substantial  income  whose 
investments  prior  to  the  war  period  had  been 
ranging  from  $300,000  to  $500,000  per  year.  In 
this  letter  he  stated  that  the  Government  was  be- 
ing operated  on  the  funds  which  he  had  formerly 
been  accustomed  to  investing  in  high-grade  securi- 
ties. Thus  the  tax  situation  has  eliminated  the 
large  buyer  and  the  credit  situation  has  largely 
eliminated  the  banks  from  the  markets,  with  the 
result  that  investment  houses  are  combing  every 
section  of  the  country,  including  the  small  towns, 
and  new  issues  are  finding  permanent  places  in 
small  pieces  in  the  hands  of  new  investors.  In- 
vestment dealers  are  looking  forward  to  that  day 
when  a  lowering  of  taxes  will  allow  the  large 
investor  to  accumulate  his  usual  investment  funds 
and  when  the  easing  in  the  credit  situation  will 
bring  the  banks  into  the  investment  market  again. 
When  this  time  arrives  we  can  confidently  look 
for  advancing  prices,  for  the  army  of  new  in- 
vestors will  undoubtedly  continue  their  thrift 
habits  which  have  been  fostered  by  the  invest- 
ment houses  as  a  matter  of  necessity  during  the 
past  months.    There  is  little  likelihood  of  the  de- 


000,000  Clevdand,  Ohio,  6s,  to  yield  S.60%, 
$1,500,000  Or^on  4yj,  to  yield  5.75%.  $2,500,000 
South  Dakota  5>^s,  to  yield  5.75%,  $1,645,000 
Indianapolis  4^s,  to  yield  5.50%. 

American  dealers  offered  $2,000,000  British 
Columbia  6%  bonds  on  a  7^4%  basis,  and  Cana- 
dian dealers  offered  an  issue  of  $3,000,000  Prov- 
ince of  Ontario  6s  at  par,  lo  yield  6.23%. 

Forei^  Oovemment  Issues. 

One  of  the  most  attractive  foreign  government 
offerings  wa.s  made  on  June  1  in  the  fonn  of  $50,- 
000,000  Kingdom  of  Belgium  7'/:%  25-year  bonds 
at  97^4  and  interest.  The  particularly  attractive 
feature  of  this  issue  is  the  fact  that  $2,000,000  will 
be  called  by  lot  each  year  at  115.  The  yields, 
therefore,  will  vary  from  24.89%  on  bonds  called 
in  1921  to  7.95%  on  bonds  called  in  1945.  The 
issue  was  over-subscribed  and  widely  distributed 
and  a  strong  secondary  market  has  continued 
throughout  the  month.  In  response  to  improve- 
ment in  exchange  rates  in  Belgian  francs,  the 
Belgian  External  6s,  due  1925,  became  very  active 
toward  the  close  of  the  month  and  advanced  five 
points  to  99.  These  6s  were  brought  out  in  Janu- 
ary at  95^  to  yield  7%.  The  holder  has  the  op- 
tion of  surrendering  his  bonds  and  requesting  the 
.sale  of  11,000  Belgian  francs  for  each  $1,000 
bond.  He  will  then  receive  par  for  his  bonds  and 
half  of  the  profits  on  exchange  represented  be- 
tween the  sale  rate  and  the  fixed  rate  of  1 1  francs 
to  the  dollar,  the  other  half  to  be  retained  for 
the  Belgian  Government. 

Anglo-French  5s  were  strong  during  the  month, 
advancing  to  S)9^.  United  Kingdom  Sj^s  of 
1921  advanced  to  97j^,  and  City  of  Paris  6s,  were 
firm  at  92i^. 

Jiailroad  and  Corporate  Issues. 

Railroad  financing  continued  during  the  early 
part  of  June,  and  the  new  issues  met  with  the  same 
success  which  has  attended  similar  flotations  since 
the  first  of  the  year.    The  new  issues  included. 

$10,000,000  tinlon  Pacific  7%  IJqulpmento,  prices  rang - 

InK  from  100   to   101. 
15,000,000  Southern    Pacific    7%    Kqulpments,    prices 

rangins  from   100   to  101. 
15,000,000  Cliicago   &   North   Western   Ry.  7%   bonds, 

100. 

It  is  estimated  that  since  the  first  of  the  year  24 
railroads  have  placed  a  total  of  $258,998,000, 
which  included  $163,125,000  serial  notes  and 
equipments  and  $95,873,000  bonds,  most  of  which 
mature  in  ten  years.  After  this  month  new  rail- 
road issues  must  be  approved  by  the  Interstate 
Commerce  Commission,  and  it  is  anticipated  that 
new  issues  will  appear  with  less  frequency  as  the 
major  railroads  have  undoubtedly  taken  care  of 
their  pressing  requirements. 

Corporate  issues  have  been  offered  in  restricted 
volume,  the  principal  issues  including  $10,000,000 
Ilershey  Chocolate  Corporation  First  Lien  7>2% 
bonds,  to  yield  7.85%,  $6,564,000  American 
Sumatra  7>^%  notes,  to  yield  8%. 


Following  the  tendency  of  recent  months  there 
were  fewer  offerings  of  preferred  stocks  during 
June  than  in  any  month  since  the  first  of  the  year. 
The  largest  issues  included  $20,000,000  Goodvear 
Tire  &  Rubber  7%  preferred  and  $10,000,000 
common,  in  blocks  of  two  shares  of  preferred  and 
one  of  common  for  $.^00. 

Public  Utility  Issues. 

June  witnessed  a  revival  of  interest  in  public 
utility  issues,  and  new  issues  were  promptly  ab- 
sorbed by  discriminating  investors.  It  has 
been  unfortunate  that  the  inve.sting  public 
has  neglected  public  utility  issues  during 
the  past  year,  largely  as  a  result  of  the 
tragic  position  in  which  we  find  some  of  our  major 
traction  properties.  In  the  traction  field,  however, 
there  are  many  situations  which  merit  confidence. 
The  present  census  is  showing  an  enonnous  in- 
crease in  urban  population,  but  during  the  past  de- 
cade there  has  been  little  increase  in  traction  mile- 
age. This  has  resulted  in  a  great  increase  in  the 
number  of  passengers  carried,  and  earnings  in 
many  cases  have  been  adjusted  to  a  profitable 
basis.  Corporations  furnishing  power  and  light 
are  enjoying  unequalcd  prosperity.  The  installa- 
tion of  electric  power  in  factory  operations  has  re- 
sulted in  an  enormous  demand  on  the  power  com- 
panies to  supply  airrent.  The  large  central  sta- 
tions have  demonstrated  their  ability  to  produce 
and  distribute  power  at  such  an  economical  unit 
cost  that  their  position  is  permanently  assured. 
The  increased  density  of  population  is  reflected 
in  the  growing  demand  for  light,  and  it  has  been 
estimated  that  there  are  now  14,000,000  homes 
in  the  United  States  still  to  be  supplied  with 
electric  light.  Before  the  war  public  utilities 
securities  issued  by  corporations  of  undoubted 
strength,  based  on  strong  values  and  earning 
powers,  could  be  purcha.sed  at  prices  to  yield  from 
5%  to  5j/2%.  Today,  with  largely  increased 
values  and  increased  demand  for  the  output,  the 
same  class  of  securities  can  be  purchased  at  prices 
lo  yield  from  7%  to  8%.  The  prominent  issues 
during  the  month  include: 

$  5.000,000  Commonwealth  Edison  7%  bonds,  to  yield 

7.76%. 
0,000,000  American   Light    &   Traction   6%    notes,   to 

yield   V/t%. 
5,000,000  Cleveland  Electric  Illuminating  7%  bonds, 

to  yield  7J4%. 
2,000.000  Id.-iho  Power  8%  bonds,  to  yield  8%. 
4,000,000  Shawlnigan  Water  Power  1'/,%   notes,    to 

yield   8%. 
10,000,000  Ohio  Cities  Gas  7%   notes,   to  yield  8%. 

The  combined  average  of  40  active  corporation 
issues,  as  reported  by  the  Wall  .Street  Journal  on 
Tune  26,  was  72.92,  compared  with  72.14  on  May 
26,  and  85.42  on  May  27,  1919. 

Chinese  Consortium. 

Mr.  Thomas  W.  Uimont,  who  recently  re- 
turned from  a  trip  to  China,  where  he  repre- 
sented the  interests  of  a  group  of  American 
banks,  reports,  in  a  statement  issued  on  his  re- 
turn,   "that    the    Governments    of    England, 
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France  and  Japan  have  come  to  an  agreement 
with  the  Government  of  the  United  States,  and 
each  accepted  in  full  the  plan  proposed  by  the 
United  States,  for  the  formation  of  a  four- 
power  banking  group  for  a  loan  to  the  Govern- 
ment of  China." 

These  groups  have  entered  into  a  partner- 
ship to  assist  China  in  the  development  of  her 
great  enterprises,  such  as  reform  of  the  cur- 
rency, railway  building,  highways,  terminals, 
etc.  The  Consortium  has  no  plan  of  exploita- 
tion laid  out  for  China,  nor  will  it  undertake 
one  except  at  the  earnest  desire,  and  with  the 
hearty  co-operation,  of  the  Chinese  people. 

The  government  of  Japan  finally  receded 
from  its  claim  to  certain  special  rights  and 
privileges  in  parts  of  China  and  comes  into  the 
arrangement  on  equal  terms  with  the  other 
participating  powers.  The  spirit  and  intent  of 
the  agreement  is  to  supersede  the  old  grab 
policy  with  a  policy  of  enlightened  co-opera- 
tion that  will  promote  peace. 

The  idea  of  international  harmony  which  un- 
derlies the  formation  of  this  Consortium,  as  well 
as  the  possibility  of  aiding  material  and  moral 
development  of  the  Chinese  people,  are  thus  set 
forth  in  Mr.  Lament's  statement : 

The  American  Banking  Group,  and  the  other  bank- 
ing groups,  were  organized  primarily  at  the  request 
of  their  respective  Governments.  Almost  two  years 
ago,  in  laying  down  the  plan  for  the  new  Consortium, 
the  American  Government  pointed  out  that  If  It  were 
possible  to  arrange  for  banking  groups  of  the  four 
countries  to  lend  assistance  to  China  through  the 
medium  of  an  international  group,  namely  the  Con- 
sortium, a  full  and  equal  partnership  would  thya 
be  established,  calculated  to  be  highly  beneficial  to 
China  and  to  the  interests  of  the  four  nations  In- 
volved. The  American  Government  In  effect  pointed 
out  that,  under  such  an  arrangement,  the  Interna- 
tional contest  for  new  and  valuable  concessions  In 
China,  might  largely  be  prevented;  the  setting  up  of 
new  "spheres  of  influence"  which  In  the  past  had 
proved  detrimental  to  China's  welfare  might  be  done 
away  with;  thus  the  Integrity  and  Independence  of 
China  would  be  maintained  and  International  Jealous- 
ies In  the  Far  East  would  In  large  measure  be  avoided. 

As  to  China,  I  am  aware  that  many  persons  char- 
acterize it  as  a  great  disorganized,  almost  chaotic 
people.  No  one  can  spend  even  the  short  time  that  I 
was  In  China  without  being  deeply  impressed  with 
the  Industry  and  sobriety  of  that  people,  with  the 
Idealism  of  many  of  their  loaders,  with  the  growth  of 
public  opinion  there,  with  the  profound  effort  that  Is 
steadily  being  made  to  establish  a  Central  Govern- 
ment that  will  function  as  well  as  the  local  govern- 
ments function.  The  present  Government  at  Peking, 
as  everyone  knows.  Is  weak  and  inefflcient.  Yet  if  the 
American  people  lend  to  the  Chinese  the  counsel  and 
the  aid.  material  and  spiritual,  which  the  Chinese  are 
BO  longing  for  and  which  they  look  to  America  to  give 
to  them,  we  shall,  I  am  confident,  witness  in  the  com- 
ing years  the  development  of  .a  great  and  powerful  na- 
tion there,  a  nation  of  four  hundred  million  people, 
whose  admiration  and  warm  friendship  the  United 
States  can.  If  we  bestow  proper  thought  and  effort 
upon  the  matter,  secure  for  all  time  to  come. 

For  the  first  time  in  the  history  of  the  nego- 
tiations of  the  group  loan  to  China,  the  repre- 
sentatives of  the  countries  interested  will  hold 
their  conference  in  New  York  City,  the  first 


meeting  being  called  for  September  15.  In  the 
past,  such  conferences  have  always  been  held 
in  either  London  or  Paris, 

City  Bank  Publications. 

During  the  current  month.  The  National  City 
Bank  of  New  York  has  issued  the  following 
publications : 

SUPREMACY  OF  THE  ECONOMIC  LAW,  by 
George  E.  Roberts,  Vice-President,  The  National  City 
Bank  of  New  Yorlc 

FINANCING  FOREIGN  TRADE  THROUGH 
CREDITS  AND  FOREIGN  INVESTMENTS,  by 
John  E.  Gardin,  Chairman  of  the  Board,  International 
Banking  Corporation. 

OUR  SOUTH  AMERICAN  TRADE  AND  ITS 
FINANCING,  by  Frank  O'Malley,  Assistant  Cashier, 
The  National  City  Bank  of  New  York. 

THE  SERVICE  OP  A  BUSINESS  LIBRARY, 
by  Alice  L.  Rose,  Librarian,  The  National  City  Bank 
of  New  York. 

A  Correction. 

In  the  June  issue  of  this  Letter  it  was  stated 
that  the  prices  of  automobiles  had  recently 
been  reduced  in  Omaha.  We  have  since  been 
informed  that  there  were  no  actual  reductions  in 
prices  of  cars  but  that  proposed  advances  were 
temporarily  deferred. 

Discount  Rates. 


RaUs  on  paper  discounted  jar  member  banks  approved  by 
the  federal  Reser've  Board  in  effect  June  26,  1920, 
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Diacouuted  bilta 

•ecured  otbenrise  tban 

by  Government  war 

oblintions,  also 

UQaecured.  inaturlne 

within 


90dayi 
(includlnc 
member 
banks* 
ISnlay 
collatefftl 
notes) 


91  to  KO 
days  (acri 
cultural 
and  li re- 
st oclc 
paper) 


Boston    Bi/^ 

New   York  .._  BH 

Philadelphia...  'SH 

Cleveland    hi/^ 

Richmond    ....  5Vi 

Atlanta    'SJ^ 

Chicago    5H 

St.   Louis   "BH 

Minneapolis  ..  BH 

Kansas    City..  B 

Dallas    *h^ 

San  Francisco  B  H 


6  ..  7 

6  6  7 

BH  B^4  6 

6%  BV4  5% 

6  6  6 

6H  BH  6 

6  6  7 

B^  B%  6 

6  6  6H 

B%  5J4  6 

BH  BH  6 

6  B^  6 


*BH  per  cent  on  paper  secured  by  BH  per  cent 
certificates,  and  B  per  cent  on  paper  secured  by  4% 
and  B  per  cent  certificates. 

NOTE. — Rates  shown  for  Atlanta,  St.  Louis,  Kan- 
sas City,  and  Dallas  are  normal  rates,  applying  to  tils- 
counts  not  In  excess  of  basic  lines  fixed  for  each 
member  bank  by  the  Federal  Reserve  Bank.  Rates 
on  discounts  In  excess  of  the  basic  line  are  subject  to 
a  H  per  cent  progressive  Increase  for  each  25  per  cent 
by  which  the  amount  of  accommodation  extended  ex- 
ceeds the  basic  line. 


THE  NATIONAL  CITY  BANK  OF  NEW  YORK 


HATEVER   corner   of  the 
globe  the  traveler  visits,  he  will  find 

^AT-  C  •'!B  '  'Travelers'  Cheeky 
an  ideal  means  for  carrying  funds. 
They  combine  safety  with  the 
maximum  of  convenience  and  case 
of  negotiation. 

They  are  not  a  substitute 
for  cash,  but  an  improve- 
ment on  cash. 

The  owner  of  N.  C.  B. 
Travelers'  Checks  holds 
an  introduction  to  our 
own  eighty-four  foreign 
branches,  and  to  the  ex- 
ecutives of  our  3,000 
foreign  correspondent 
banking  houses. 
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-/he  traveler  whose  financial  needs 
are  likely  to  be  somewhat  extensive 
will  want  our  Letters  of  Credit. 
Although  easy  to  negotiate  through- 
out the  world  under  the  V^  C-'B' 
Travelers'  Service  system,  these  cred- 
its are  provided  with  every  possible 
safeguard  against  the  loss  of  funds. 


The  Torif  Nara^  "Japan 
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Economic  Conditions 
Governmental  Finance 
United  States  Securities 


General  Business  Conditions. 

THE  general  business  situation  has  un- 
dergone little  change  in  the  last  month. 
Retail  trade  has  been  good  for  the 
season  and  confidence  in  the  future  is 
strengthened  by  the  fine  progress  of 
the  crops.  Nearly  everybody  seems  to  understand 
that  an  abundant  production  on  the  farms  is  good 
for  the  country,  although  the  doctrine  of  greater 
production  everywhere  is  not  so  well  appreci- 
ated. The  settlement  of  the  railroad  wage  con- 
troversy and  improved  prospects  for  peace  in 
Europe  were  also  factors  on  the  constructive  side. 
Outside  of  the  lines  of  production  in  which  dis- 
turbance began  several  months  ago,  notably  wear- 
ing apparel,  the  industries  are  more  embarrassed 
by  transportation  troubles  than  by  lack  of  demand 
for  their  products.  The  iron  and  steel  people 
and  other  manufacturers  of  material  entering  into 
construction  see  plenty  of  business  ahead,  al- 
though house-building  has  suffered  a  check.  Con- 
struction for  business  purposes  holds  up,  but  in- 
vestors are  hesitating  to  put  money  into  dwell- 
ings or  apartments  at  present  costs  and  with  the 
existing  anti-landlord  agitation.  The  scarcity  of 
capital  of  course  is  an  important  factor,  and  with 
conditions  as  they  are  it  goes  more  readily  into 
investments  for  the  service  of  business  than  into 
buildings  for  family  use.  In  general  it  may  be 
said  that  there  is  little  evidence  that  the  buying 
power  of  the  public  has  been  impaired,  although 
there  has  been  an  accumulation  of  goods  in  some 
lines  and  prices  are  unsettled.  The  agricultural 
districts  are  looking  for  a  continuance  of  good 
trade. 

The  Price  Situation. 

The  textile  trades  are  still  very  much  disturbed, 
with  the  jobbing  trade  almost  at  a  standstill,  and 
a  general  suspension  of  production  in  woolen 
goods.  Buying  for  the  fall  trade  is  very  light  and 
nothing  is  doing  upon  goods  for  spring  delivery, 
the  main  trouble,  apparently,  being  that  nobody 
knows  what  the  prices  ought  to  be.  There  is  a 
prevalent  feeling  among  distributors  that  the 
peak  has  been  turned  and  that  goods  will  be 
lower;  a  large  share  of  the  orders  placed  in  the 
spring  for  fall  delivery  have  been  cancelled,  and 
although  the  merchants  expect  to  need  the  goods 
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for  their  trade  they  are  afraid  to  take  them  on 
the  old  price  level.  They  are  largely  over  the 
fear  that  there  will  not  be  goods  enough  to  go 
around. 

On  the  other  hand  the  manufacturers  say  that 
they  see  no  prospect  of  an  early  reduction  in  the 
cost  of  goods.  Wage  rates  in  the  mills  were  ad- 
vanced 15  per  cent  on  June  1st  and  they  do  not 
think  it  practicable  to  obtain  a  reduction  at  pres- 
ent. Other  factors,  such  as  coal  and  freight  rates, 
are  either  higher  or  soon  will  be.  Cotton,  al- 
though down  a  little  from  the  top  figures  of  May, 
is  still  commanding  over  30  cents  for  the  fall  de- 
liveries. Wool  is  not  moving  to  an  extent  which 
enables  any  calculations  to  be  made  upon  it,  and 
at  any  rate  the  wool  for  fall  business,  on  the 
cancelled  orders,  is  on  hand  at  the  old  prices  and 
the  manufacturers  decline  to  make  it  up  or  in- 
crease their  investment  in  it  until  they  know  what 
they  are  going  to  do  with  it.  In  short,  a  dead- 
lock exists  while  all  sides  wait  for  developments. 

The  National  Wholesale  Dry  Goods  Associa- 
tion held  a  meeting  in  New  York  last  month  with 
a  large  attendance,  and  resolved  in  favor  of  giv- 
ing orders  at  once  to  the  extent  of  25  per  cent  of 
the  goods  required  to  cover  fall  business,  but 
after  making  this  associated  declaration  they  went 
home  without  having  individually  executed  the 
orders,  which  illustrates  the  general  attitude. 

Manufacturers  are  willing  to  make  concessions 
at  the  expense  of  profits,  but  buyers  do  not  know 
what  it  is  safe  to  offer.  Some  small  business 
has  been  done  in  print  cloths  for  November  de- 
livery, lots  of  60x80— 3814-inch  5.35s  selling  at 
16j4.  The  top  price  on  these  goods  was  26  cents, 
but  to  show  how  far  things  had  gone  it  may  be 
said  that  in  the  slump  which  followed  the  Armis- 
tice they  sold  down  to  9  cents  and  under.  So 
there  is  some  reason  for  uncertainty  as  to  where 
the  bottom  is. 

Idle  Machinery. 

It  is  unfortunate  that  any  productive  machin- 
ery should  stand  idle  at  this  time,  but  it  is  an 
unavoidable  incident  of  the  period  of  readjust- 
ment. The  manufacturers  are  as  timid  about 
making  up  goods  with  a  falling  market  in  pros- 
pect as  the  farmers  were  about  sowing  a  large 
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acreage  of  wheat  with  a  willidrawal  of  the  gov- 
ernment guaranty  in  prospect.  It  is  very  costly 
to  have  the  great  investnicnt  in  a  textile  mill  stand 
idle  and  the  labor  force  disintegrate,  and  it  is  safe 
to  say  that  the  proprietors  are  as  anxious  for  con- 
tinuous operations  as  anybody  can  be. 

The  situation  is  much  the  same  in  the  English 
textile  centers,  although  the  stagnation  is  not  quite 
so  extreme,  and  the  opinion  is  expressed  that  the 
world  is  still  bare  of  goods  and  that  buying  must 
be  resumed.  The  situation  would  change  rapidly 
if  the  central  countries  of  Europe  were  able  to 
buy  raw  materials.    The  London  Economist  says: 

Travelers  recently  returned  from  the  Continent 
Btate  that  Germany  is  In  dire  need  of  textiles,  two 
Bradford  merchants  and  topmakers  who  have  been  In 
the  country  being  unable  to  purchase  any  wool  iinder- 
clothlnK  at  any  price  during  ihe  past  tortniRht.  It  Is 
today  being  recogrnized  more  than  ever  that  the  sooner 
Germany  can  be  brought  back  Into  commerco  the  bet- 
ter It  will  be  for  the  entire  trade. 

Shoes  and  Leather. 

During  the  first  four  months  of  this  year  the 
shoe  industry  was  very  active,  but  in  May  and 
June  confidence  in  prices  was  disturbed,  orders 
fell  off  and  a  good  many  orders  previously  given. 
were  cancelled.  Some  of  the  factories  met  the 
situation  by  agreeing  that  if  any  price  reductions 
were  made  for  the  season  tliey  should  apply  to 
the  pending  orders.  This  had  a  tendency  to 
stabilize  matters  but  new  business  is  very  light. 

The  leather  market  is  very  quiet,  with  tanneries 
working  at  less  tlian  half  their  capacity.  Sole 
leather  and  belting  leather  have  been  fairly  well 
maintained  in  price,  btit  upjier  leather  in  the  form 
of  cow  hides,  calf  hides,  sheep  skins,  etc.,  is  very 
much  reduced. 

Mr.  J.  F.  McEIwain,  head  of  one  of  the  largest 

shoe  manufacturing  companies,  has  given  out  a 

statement  in  which  he  sums  up  the  situation  as 

follows : 

There  has  been  a  decline  In  upper  leather  and  a 
moderate  decline  in  sole  Ip.atber.  Other  items  have 
shown  a  radical  advance  durlni?  the  past  two  or 
three  months.  Shoes  figured  for  Fall  and  Spring  will 
have  to  bear  an  increased  cost  of  15  to  25  cen,ts  a  pair 
in  fundamental  fixed  char/res.  This  increased  cost  la 
made  up  of  transportation  charges,  interest,  lasts, 
dies  and  patterns,  fuel,  machine  parts  and  repairs, 
cases  and  c.irtons,  operating  expense,  increase  in  la- 
bor and  organiz.itlon. — If  not  an  actual  increase  In 
piece  rates  and  day  r.-ites,  an  increnso  due  to  loweretl 
production.  All  of  the.se  items  will  be  tnken  Into  con- 
sideration in  figuring  prices  for  the  future.  Although 
the  public  can  expect  some  reduction  in  the  price  of 
shoes  for  Fall,  this,  I  fear,  will  be  moderate  as  com- 
pared with  expectations. 

The  Crops. 

The  crops  gained  in  condition  in  the  critical 
month  of  July,  and  the  prospects  are  for  one  of 
the  best  yields  of  foodstuffs  ever  produced.  Win- 
ter wheat  has  been  harvested  and,  thanks  to  a  re- 
markable recovery  of  the  crop  in  Kansas  and  the 
southwe.st,  the  outturn  will  be  much  above  esti- 
mates. Reports  from  Kansas  tell  of  phenomenal 
results,  the  quality  being  uniformly  fine,  and  yield 
much  above  expectations.  The  Kan.sas  State 
Agricultural  Department  estimates  tliat  10,526,000 


acres  were  planted  to  winter  wheat  in  the  State, 
of  which  15  per  cent  was  abandoned,  leaving 
8,943,000  acres  to  be  harvested.  The  average  esti- 
mate of  2,000  correspondents  upon  yield  is  16.46 
bushels  per  acre,  or  slightly  over  147,000,000 
bushels  for  the  total.  A  good  many  well-informed 
parties  think  the  total  will  be  higher.  The  United 
States  government  estimate  was  110,000,000 
bushels. 

The  results  in  Oklahoma  are  similar.  Thresh- 
ing is  well  under  way  in  that  state,  and  wheat  is 
threshing  out  three  to  five  bushels  per  acre  better 
than  expected.    There  also  the  quality  is  the  best. 

Small  Qraln  Prospects  Above  the  Averase. 

The  spring  wheat  crop  has  been  reported  as 
suffering  in  spots  from  black  rust,  but  it  is  not 
thought  that  the  yield  will  be  seriously  affected. 
Cutting  is  in  progress.  The  Federal  Reserve 
Bank  of  Minneapolis  reports  the  prospects  for  all 
small  grain  above  the  average  for  ten  years. 

The  wheat  crop  in  the  aggregate  will  probably 
exceed  850,000,000  bu.shels. 

The  improved  prospects  upon  wheat  have  taken 
about  30  cents  per  bushel  off  the  price  since  the 
ppening  of  free  trading  on  the  exchanges.  While 
the  shortage  of  cars  is  an  annoyance  to  farm- 
ers who  want  to  sell  immediately,  it  is  likely  that 
the  delay  in  marketing  Which  is  thus  enforced  will 
help  to  sustain  the  price.  Wheat  has  not  yet  be- 
gun to  accumulate  in  primary  markets. 

The  otiier  small  grain  crops  are  good.  The 
flax  seed  yield  for  Minnesota,  the  Dakotas  and 
Montana  is  estimated  at  1 5,000,000  to  20,000,000 
bushels,  against  6,000,000  bushels  last  year.  The 
spectacle  of  shipments  of  Argentine  flax  seed  to 
Duluth  and  Minneapolis  to  supply  the  crushing 
mills  of  those  cities  will  not  be  seen  in  the  com- 
ing year.  The  seed  is  quoted  at  Duluth  at  $3.30 
to  $3.40  per  bushel,  against  $5.88  to  $6  a  year 
ago.  Linseed  oil  is  quoted  at  $1.50  per  gallon 
against  $2.17  a  year  ago. 

The  corn  crop  is  in  fine  .shape  in  all  the  leading 
corn  states,  with  plenty  of  moisture  to  make  the 
ears  and  nothing  to  fear  but  a  premature  frost. 

The  crop  of  potatoes  promises  to  be  larger  than 
last  year  in  the  chief  potato-growing  sections. 
The  short  crop  la.st  year  was  a  serious  factor  in 
living  costs,  as  the  price  has  been  phenomenally 
high  even  up  to  the  last  of  July.  All  the  vege- 
table crops  are  reported  by  the  Bureau  of  Mar- 
kets, Washington,  as  now  selling  at  wholesale 
cheaper  than  last  year. 

The  cottoti  crop  has  made  remarkable  gains  in 
the  last  two  months,  and  latest  estimates  are  for.  a 
crop  around  or  approaching  13,000,000  bales, 
which  would  be  the  largest  yield  since  the  record 
crop  of  1914. 

The  wool  situation  is  practically  unchanged, 
trading  being  almost  wholly  suspended.  A  well- 
informed  correspondent  at  Denver  states  that  at 
this  time  last  year  80  per  cent  of  the  Wyoming 
dip  had  been  contracted  for  at  50  to  60  cents  J^er 


pound,  but  this  year  there  are  almost  no  buyers 
in  the  field  and  practically  no  sales  have  been 
made.  Some  consignments  have  been  made  with 
advances  of  15  to  25  cents  per  pound. 

The  price  of  sugar  is  on  the  down  grade,  and 
the  prospect  is  that  the  next  world-crop  will  be 
larger  and  the  price  lower.  It  is  now  calculated 
that  the  1920-21  crop  in  Europe  will  aggregate 
3795,000  tons  against  2,634,000  tons  for  the  1919- 
20  crop.  The  estimate  for  Germany  is  1,300,000 
tons  against  750,000  in  the  last  crop.  The  acre- 
age planted  in  every  sugar-producing  country  has 
been  increased,  which  is  very  practical  evidence 
as  to  how  high  prices  eventually  work  their  own 
cure.  In  the  last  two  months  sugar  has  come  to 
this  country  not  only  from  all  the  countries  bor- 
dering on  the  dribbean,  but  .Argentina,  the  Phil- 
ippine Islands,  Japan,  Java,  Belgium  and  Czecho- 
slovakia. The  price  brought  it  and  the  influx 
broke  the  market  after  all  the  well-meant  activi- 
ties of  the  government  had  failed  to  do  so. 

The  Downward  Tendency  of  Prices. 

The  general  situation  is  favorable  to  lower 
prices.  A  good  crop  of  foodstuffs  has  been 
raised,  and  as  it  is  likely  that  Europe  will  require 
less  than  during  the  past  year,  it  is  probable  that 
the  prices  of  these  will  be  somewhat  lower  than 
they  have  been,  although  a  return  to  normal  con- 
ditions is  out  of  the  question  until  Russia  resumes 
exportations  on  the  old  scale. 

The  growth  of  importations  from  $3,095,720,- 
068  in  the  fiscal  year  ended  June  30,  1919,  to 
$5,238,746,580  in  the  year  ended  June  30,  1920, 
and  from  $343,746,170  in  July,  1919,  to  $553,- 
000,000  in  June,  1920,  is  significant  of  the  recov- 
ery of  productive  power  outside  of  the  United 
States  and  of  the  influence  of  high  exchange 
rates  on  the  United  States  in  directing  goods  to 
this  market.  The  influence  of  these  importations 
will  be  for  lower  prices. 

One  of  the  chief  factors  in  high  prices  is  con- 
ceded to  be  the  inadequacy  of  transportation  fa- 
cilities. Grain  would  be  lower  in  the  central  mar- 
kets, coal  would  be  cheaper  and  manufacturing 
costs  generally  would  be  lower  if  the  congestion 
on  the  railroads  was  cleared  up.  But  this  is  only 
a  temporary  difficulty,  and  will  be  gradually  over- 
come. 

A  general  recovery  from  the  effects  of  the  war 
is  going  on.  The  replacement  of  shipping  is  well 
on  the  way  to  accomplishment ;  ocean  freight 
charges  are  declining  and  shipbuilding  operations 
are  diminishing,  releasing  workmen  to  other  em- 
ployments and  reducing  the  demand  on  the  steel 
mills.  It  will  take  years  to  bring  up  the  railroads 
and  other  public  utilities  and  do  the  house-build- 
ing needed,  but  gradually  the  stress  will  be  les- 
sened, as  equipment  is  increased,  importations  in- 
crease and  our  exportations  decline.  The  great 
business  which  is  in  sight  for  the  steel  works  and 
the  electrical  companies  is  in  enlarging  the  pro- 
ductive capacity  of  the  industries. 


Gradual  Readjustment. 

In  short,  conditions  seem  to  favor  a  gradual 
readjustment  of  prices  toward  a  lower  basis. 
This  is  what  everybody  should  desire,  because  it 
means  keeping  the  industries  in  balance,  with 
continuous  employment  for  wage-earners,  a  con- 
tinuous turn-over  in  trade,  a  gradual  reduction  of 
inventories  and  indebtedness  and  a  safe  re-estab- 
lishment upon  the  foundation  of  normal  solid 
values. 

The  wise  policy  for  the  time  is  one  of  ready 
adaptation  and  co-operation  all  around.  Changes 
are  impending  and  it  is  no  time  for  any  group  to 
take  an  arbitrary  position  and  say  that  it  will 
have  things  its  own  way.  The  problem  is  to  lower 
the  whole  level  upon  which  the  exchanges  of  in- 
dustry are  being  made  without  disrupting  the  or- 
ganization and  interrupting  production.  If,  as 
seems  probable,  the  farmers  must  accept  a  gradual 
reduction  in  the  prices  of  their  products,  as  Europe 
becomes  more  self-sufficient,  some  impairment 
of  their  purchasing  power  will  result,  and  they 
will  buy  less  of  the  products  of  other  industries 
unless  these  are  correspondingly  cheaper.  It  will 
be  useless  for  the  producers  in  other  industries 
to  insist  that  they  shall  have  the  same  money  in- 
come if  the  great  agricultural  population  has  less. 
There  is  a  natural  equilibrium  and  reciprocity 
among  the  industries  which  is  bound  to  be  main- 
tained because  it  is  fixed  in  the  very  constitution 
of  things.  If  the  readjustments  are  not  made 
reasonably  and  harmoniously  they  will  be  made 
any  way  by  the  force  of  economic  law. 

Conditions  in  the  North  of  Europe. 

Reports  from  abroad  indicate  a.  slackening  of 
the  demand  for  goods  and  a  tendency  to  defla- 
tion. The  labor  situation  is  giving  much  per- 
plexity, owing  to  low  production  and  high  costs. 
In  Denmark,  where  a  shipping  .strike  was  broken 
by  volunteers  from  the  farmers,  merchants  and 
all  lines  of  business  the  industrial  situation  is  now 
quiet  and  it  is  thought  there  will  be  no  more 
trouble  for  some  time.  All  of  the  big  strikes  in 
Denmark  have  been  lost. 

Money  is  very  tight  in  the  three  Scandinavian 
countries.  The  Norges  Bank  (Central  Bank  of 
Norwav)  raised  its  discount  rate  to  7  per  cent  on 
June  25,  the  central  banks  of  Sweden  and  Den- 
mark having  raised  their  rates  to  that  figure  some 
time  earlier.  The  central  bank  of  Finland  has  its 
rate  at  8  per  cent. 

All  of  the  Scandinavian  countries  are  looking 
for  trade  with  Russia,  and  the  Soviet  govern- 
ment has  made  advance  deposits  of  gold  in  all 
three  countries. 

Money  and  Banking. 

The  credit  situation  has  not  shown  the  im- 
provement that  was  hoped  to  be  accomplished 
in  June  and  July,  by  way  of  preparation  for  the 
fall  demands,  although  the  loans  of  the  Federal 


Reserve  banks  have  been  reduced  about  $100,- 
000.000  in  July. 

The  total  loans  of  the  twelve  Federal  Re- 
serve banks,  as  shown  by  the  statement  nearest 
to  the  first  of  each  month  in  the  past  year  have 
been  as  follows : 

July    S.    1919 « 12.225,707.000 

Aumiat    1.    1919 _ ™. .._  2.222.7S0.000 

S      -       '     r   6.    1919 _ -  2,202.085,000 

1919 „ 2,342.804,000 

r    7,    J 919 „ 2,623,075,000 

1     ..laber  6,  1919 2,622.827,000 

,1  Hilary    2.    1920 2,805,818,000 

February    6,    1920. 2,768.289,000 

March  6,   1920 _ _ ~ 2,922,642.000 

April    2,    1920 „..- ~  2,824,554,000 

^^ny   7.   1920 „ 2.914.456,000 

June    4.    1920 ™^. -.„._»_.™ 2.974,946,000 

July   2.   1920 _.... 2.936,279,000 

July   28,   1920 „ 2,828,450,000 

The  result  of  the  efforts  of  the  Federal  Re- 
serve authorities  and  cooperating  bankers  to  ac- 
complish some  degree  of  deflation  is  disappoint- 
ing, but  it  must  not  be  thought  that  nothing  has 
been  accomplished.  The  first  task  was  to  stop 
the  inflation  which  had  been  steadily  going  on  for 
the  past  year,  and  in  view  of  all  conditions  per- 
haps that  is  as  much  as  could  be  hoped  for.  The 
insufficiency  of  railroad  service  has  been  an  al- 
most insuperable  obstacle  to  enforced  liquidation. 
It  would  be  worse  than  folly  for  bankers  to  press 
customers  who  are  in  possession  of  abundant  as- 
sets and  are  anxious  to  turn  them  but  unable  to 
do  so  because  of  transportation  difficulties.  The 
situation  is  one  to  be  dealt  with  intelligently,  pa- 
tiently and  constructively. 

It  must  be  remembered  in  connection  with  all 
talk  about  seasonal  fluctuations  that  when  busi- 
ness is  running  at  the  limit  of  activity  all  the  time 
seasonal  flucfuations  largely  disappear.  Trade 
and  industry  have  been  active  almost  without 
variations  during  the  past  year.  The  movement 
of  last  year's  crops  was  not  accomplished  last 
year,  but  has  been  going  on  ever  since  they  were 
harvested  and  is  not  completed  yet. 

National  Bank  Loans  in  Five  Years. 

Moreover,  the  idea  that  there  is  an  enormously 
greater  demand  for  credit  in  the  fall  than  in 
other  seasons  is  a  good  deal  of  a  myth,  or  at  least 
misstatement.  In  the  five  years  from  1910  to 
1914  the  loans  of  all  national  banks  as  shown  by 
the  June  and  fall  statements  were  as  follows : 

June  30  Sept.  1  Nov.  10 

1910 -     15,430,159.186  $5,467,160,637  $5,450,644,385 

June  7  Sept.  1  Dec.  6 

1911 $5,610,838,787  $5,663,411,073  $5,659,109,826 

June  14  Sept  4  Nov.  26 

1912 $5,963,904,431  $6,040,841,270  $6,058,982,029 

Juno  4  Aug.  9  Oct.  21 

1913 $6,143,028,132  $6,168,558,625  $6,260,877,853 

June  30  Sept.  12  Oct.  31 

1914 $6,480,069,214  $6,400,767,386  $6,316,478,470 

The  largest  increase  shown  in  these  years  was 
less  than  two  per  cent.  The  truth  is  that  the 
principal  reason  for  the  disturbance  which 
formerly  occurred  in  the  fall  months  was  the 
necessity  of  providing  an  increased  amount  of 
currency  for  circulation.     Before  the  establish- 


ment of  the  Federal  Reserve  system  with  its 
elastic  currency  issues  this  involved  a  distribu- 
tion of  reserve  money  and  caused  much  incon- 
venience, but  now  the  effect  of  deposit  with- 
drawals is  minimized  by  the  use  of  reserve  bank 
currency. 

Incidentally  this  may  be  referred  to  as  a  suffi- 
cient reason  why  no  attention  should  be  paid  to 
criticisms  which  emphasize  the  amount  of  reserve 
notes  in  circulation.  On  no  account  should  there 
be  any  arbitrary  interference  with  the  natural 
fluctuations  in  the  volume  of  reserve  currency. 
This  currency  is  interchangeable  with  reserve  de- 
posits and  it  is  highly  important  that  it  shall  be 
so,  writhout  let  or  hindrance.  The  remedy  for  in- 
flation is  by  curtailing  the  credits  which  make  the 
deposits  rise,  not  by  refusing  to  convert  deposits 
into  currency.  It  is  immaterial  whether  out- 
standing credit  is  in  the  form  of  bank  deposits  or 
bank  currency,  and  the  public  should  be  allowed 
to  use  checks  or  currency  as  suits  its  conveni- 
ence. 

Inflation  and  the  Rise  of  Prices. 

The  great  increase  of  loans  which  took  place 
last  fall  was  not  due  to  the  seasonal  demand,  but 
to  the  rise  of  prices,  which  in  turn  was  due  to  the 
demand  for  commodities  and  labor  in  excess  of 
the  supply.  The  banks  were  financing  a  competi- 
tive struggle  over  a  limited  supply  of  labor,  mate- 
rial and  goods.  The  policy  of  restricting  credit 
should  have  been  emphasized  earlier,  but,  as  is 
well  known,  banking  authorities  abstained  from 
vigorous  steps  throughout  most  of  last  year  out 
of  consideration  for  the  people  who  had  borrowed 
to  buy  Liberty  bonds  and  notes  and  were  still 
in  the  banks. 

It  is  well  to  refresh  the  memory  frequently  as 
to  the  expansion  of  bank  credit  since  1914.  The 
loans  and  discounts  of  all  national  banks  on  June 
30,  1914,  aggregated  $6,430,069,000,  and  on  No- 
vember 1,  l9l8,  ten  days  before  the  Armistice, 
they  were  $10,096,940,000.  Since  the  latter  date 
the  figures  for  each  statement  are  given  below: 

December   31,   1918 $9,918,294,000 

March   4,    1919 _ „  9.916,187.000 

May   12,    1919..„ „ „...»...  9.904,821,000 

June   30,    1919 „ 10,574,838,000 

September   12,    1919 „ 11,085,462,000 

November  17,   1919 11,500,242,000 

December  31.   1919 „ 11,786,227,000 

February   28,    1920 „  11,994.523.000 

May  4,   1920 „ 12,288,582,000 

Rediscounts  of  national  banks  with  Federal  Re- 
serve banks  are  not  included  in  the  above.  Tliese 
amounted  on  May  4,  1920,  to  $952,000,000;  on 
June  30,  1914,  the  Reserve  banks  had  not  begun 
business.  The  total  increase  of  loans  of  national 
banks  from  June  30,  1914,  to  May  4,  1920,  was 
$6,810,513,000,  or  about  100  per  cent.  Tiie  in- 
crease from  June  30,  1919,  to  May  4,  1920,  was 
$1,713,000,000,  not  including  re-discounts.  Tlie 
aggregate  loans  of  state  banks  and  trust  com- 
panies are  somewhat  greater  than  those  of  the 
national  banks,  and  have  probably  increased  in 


about  die  same  proportion,  but  the  figures  are  not 
available.  The  total  increase  of  bank  loans  in 
the  past  year  is  probably  between  $4,000,000,000 
and  $4,500,000,000. 

Of  course  prices  and  wages  have  gone  up! 
That  amount  of  new  purchasing  power  could  not 
be  turned  into  the  markets  without  driving  them 
up.  And  see  the  futility  of  it !  This  new  credit 
has  been  granted  upon  the  theory  that  it  was 
necessary  to  aid  production,  but  production  is  but 
slightly  larger,  so  far  as  records  are  available, 
than  a  year  ago.  Higher  wages  have  been  grant- 
ed to  compensate  for  higher  prices,  but  prices 
have  been  forced  still  higher  in  consequence. 

The  movement  of  loans  and  of  the  general 
wage  and  price  level  since  1914  has  been  closely 
together,  and  it  will  go  on  together  unless  a 
resolute  effort  is  made  to  hold  it  in  check. 
Nothing  is  to  be  gained  for  anybody  by  continued 
traveling  in  this  cycle. 

Attitude  of  the  Public  Changing. 

The  most  hopeful  feature  of  the  situation  is 
the  fact  that  the  public  seems  to  be  finally  im- 
pressed that  expansion  must  stop  and  that  busi- 
ness must  be  handled  within  existing  lines  of 
credit.  Expansion  has  been  so  much  the  order 
of  the  day,  and  higher  wages  and  prices  so 
readily  obtained,  that  it  has  been  difficult  to 
change  the  attitude  of  mind,  but  common  sense 
tells  sensible  people  that  such  a  riot  of  inflation 
cannot  go  on  indefinitely,  and  that  every  interest 
will  be  served  by  halting  the  movement.  It  will 
be  stopped  when  production  catches  up  with  de- 
mand or  demand  is  held  down  within  the  normal 
capacity  of  the  industries.  It  is  the  attempt  to 
buy  more  goods  than  there  are,  build  more  houses 
than  there  is  material  for,  hire  more  men  than 
there  are  and  do  more  business  than  the  rail- 
roads can  handle,  that  forces  up  prices  and  calls 
for  more  credit.  Tlie  country  cannot  make  up 
for  all  the  lost  construction  of  the  war-time  at 
once,  and  is  the  less  able  to  do  so  because  it  is 
working  shorter  hours  and  spending  more  for 
current  consumption  than  formerly. 

The  harvest  is  well  over,  except  in  the  north- 
em  section,  but  owing  to  the  car  shortage  there 
is  but  slight  movement  for  grain  as  yet  and  but 
little  demand  for  credit  on  that  account.  The 
country  banks  have  financed  the  farmers  with 
some  help  from  the  centers,  and  while  a  more 
rapid  movement  of  the  crop  would  make  new  de- 
mands on  the  centers  it  would  liquidate  the  coun- 
try banks  and  enable  them  to  pay  their  indebted- 
ness. The  tight  condition  everywhere,  however, 
is  tending  to  restrict  building  operations,  land 
sales,  new  investments  and  other  outlays  not  ab- 
solutely necessary  and  of  the  kinds  which  ab- 
sorbed a  large  amount  of  credit  last  year.  This 
is  the  influence  which  must  be  counted  on  to 
slowly  clear  up  the  situation. 

A  noteworthy  feature  of  last  year  has  been  the 
depletion  of  country  bank  balances  in  the  centers 


and  the  increase  of  their  loans.  It  is  an  unusual 
circumstance  for  bank  loans  to  go  up  and  bank 
deposits  to  go  down  at  the  same  time,  as  they 
have  done  since  the  beginning  of  1920. 

The  Credit  Situation. 

Notwithstanding  the  stringency  of  credit  and 
the  heavy  price  declines  that  have  occurred  in 
some  lines,  the  situation  has  been  very  free  from 
insolvencies.  A  few  important  houses  have 
been  obliged  to  ask  for  extensions  and  in  several 
instances  committees  have  been  appointed,  but  in 
all  of  these  instances  creditors  have  been  satis- 
fied that  the  parties  were  solvent  and  would  be 
able  to  continue  business.  In  some  lines  where 
there  has  been  a  very  rapid  expansion  of  produc- 
tion, as  in  silk  manufacture,  a  good  many  small, 
new  concerns  who  started  with  little  capital,  have 
been  obliged  to  cease  operations,  but  their  lia- 
bilities have  not  been  large  enough  to  occasion 
any  disturbance.  The  general  opinion  among 
well-informed  people  is  that  the  business  structure 
of  the  country  is  far  stronger  than  at  any  time 
of  crisis  in  the  past,  and  that  a  disturbing  number 
of  insolvencies  is  not  likely  to  occur. 

The  Railroad  Wage  Avt'ard  and  Charges. 

The  most  important  event  of  the  past  month 
has  been  the  railroad  wage  award,  which  raises 
the  pay  of  all  employes,  and  is  calculated  to 
adjust  any  unfair  relations  heretofore  existing 
between  the  several  classes,  and  in  view  of  the 
cost  of  living  to  give  the  highest  percentage  of 
advance  to  the  lower-paid  labor.  The  aver- 
age increase  is  something  over  20  per  cent, 
and  is  estimated  to  aggregate  about  $600,000,- 
000  for  a  year,  bringing  the  total  railroad  pay 
roll  for  one  year  to  about  $3,600,000,000.  The 
editor  of  the  Railway  Age,  calculates  that  with 
this  action  Wages  have  been  increased  about  115 
per  cent,  since  the  beginning  of  the  war. 

This  last  award  is  the  action  of  an  official 
board  and  represents  a  most  painstaking  effort 
on  the  part  of  public  authorities  to  ascertain 
what  is  right  and  fair  in  the  premises  and  to  set- 
tle the  controversy  on  a  just  basis.  Taking 
the  interests  of  the  whole  population  into  ac- 
count there  can  be  no  doubt  that  the  award  is 
generous  to  the  employes.  Wage-earners  in 
some  of  the  leading  industries  have  had  their 
pay  increased  by  more  than  115  per  cent,  in 
the  last  five  years,  but  in  more  cases,  probably, 
the  increase  has  been  less  than  that  rate. 

The  claim  for  an  increase  was  based  upon 
the  rise  in  the  cost  of  living  and  granted  upon 
that  theory.  According  to  official  calculations 
it  fully  covers  the  average  rise  in  family  liv- 
ing txpenses,  and  the  probabilities  are  for  a 
decline  rather  than  a  further  rise  in  these  ex- 
penses in  the  future. 

We  have  heretofore  pointed  out  the  fal- 
lacy of  the  argument  that  everybody  should 
have  his  income  increased  in  time  of  scarcity 


in  order  to  enable  him  to  buy  as  much  of  every- 
thing as  he  was  accustomed  to  buy  when  no 
scarcity  existed.  The  thing  cannot  be  done, 
because  the  increase  of  income  does  not  in- 
crease the  supply  of  goods.  There  is  no  hope 
of  relief  from  the  shortage  of  goods  or  from 
high  prices  or  the  chatter  about  profiteering 
until  the  people  understand  that  the  only 
remedy  is  in  producing  goods  enough  to  g'l 
around. 

Transportatloa  and  Essential  Industry. 

However,  the  railway  industry  is  an  essen- 
tial industry  and  it  is  necessary  that  the  roads 
shall  have  skilled  employes  and  be  operated  to 
their  capacity.  Much  of  the  trouble  with  trans- 
portation in  the  last  year  has  been  due  to  the 
loss  of  experienced  employes  who  left  the  ser- 
vice for  better  paying  jobs  elsewhere.  Many  of 
these  other  jobs  will  turn  out  to  be  temporary, 
but  the  transportation  service  should  be  able 
to  command  good  men.  The  country  has 
reached  a  situation  where  it  is  necessary  to 
consider  that  some  kinds  of  work  and  of  busi- 
ness are  more  important  to  the  public  welfare 
than  others,  and  that  if  we  cannot  have  every- 
thing we  want,  certain  priorities  must  be  es- 
tablished. 

It  is  time  the  public  understood  that  trans- 
portation must  be  treated  as  a  vital  industry. 
It  must  be  made  a  profitable  industry  to  all 
engaged  in  it,  not  out  of  special  consideration 
for  them,  but  as  a  fundamental  condition  for 
the  health  and  growth  of  all  business.  This 
statement  applies  as  well  to  the  capital  in- 
vested as  to  the  labor  employed.  There  is  no 
way  of  assuring  an  adequate  supply  of  either 
labor  or  capital  in  the  railroad  business  except 
by  making  the  pay  fairly  compensatory  as 
compared  with  that  in  other  occupations. 
Labor  has  been  taken  care  of  by  increasing  the 
wage  charge  on  the  companies,  and  the  next 
thing  is  to  take  care  of  the  investments  by 
providing  for  charges  upon  traffic  that  will 
meet  the  new  expense  and  comply  with  the 
provisions  of  the  Esch-Cummins  Act. 

It  is  idle  to  say  that  business  cannot  stand 
freight  charges  high  enough  to  pay  the  cost  of 
operating  the  railroads,  including  the  return 
now  contemplated  by  law  upon  the  capital  in- 
vestment. Calculations  as  to  the  amount  that 
will  be  added  to  the  cost  of  living  are  not  in 
point.  If  living  expenses  are  to  be  reduced 
it  can  be  done  more  advantageously  than  by 
reducing  the  efficiency  of  the  railroads.  An 
increase  in  the  latter  at  the  present  time  would 
reduce  living  expenses  materially.  The  rail- 
roads are  far  more  important  to  the  country 
than  a  great  many  individual  enterprises  that 
are  going  on.  Very  likely  a  good  many  ad- 
justments will  have  to  be  made  on  account  of 
the  higher  freight  charges,  but  they  will  be 
of  little  importance  to  the  country  compared 


with  tlie  value  of  good  railroad  service.  There 
always  are  some  people  in  every  line  of  busi- 
ness who  cannot  stand  any  further  burden ; 
they  are  marginal  producers,  and  increased 
freight  charges  will  put  some  of  them  out,  but 
even  so  the  business  community  must  adjust 
itself  to  maintaining  the  railroads  in  efficient 
operation.  That  necessity  should  be  faced 
squarely,  and  without  considering  any  other 
way  of  meeting  the  cost  of  railway  service 
than  by  charges  on  the  traffic. 

Losses  of  Investors. 

Even  the  return  contemplated  by  the  Esch- 
Cummins  Act  will  not  do  lor  investors  in  rail- 
road securities  what  the  wage  award  will  do 
for  the  employes.  The  wage  award  undertakes 
to  make  the  employes  whole  against  all  the 
rise  of  prices  which  has  taken  place  as  a  result 
of  the  wastes  of  war,  disorganization  of  in- 
dustry, lowering  of  production  and  inflation  of 
the  currency  incidental  to  war.  There  is  no 
probability  that  the  railroads  will  be  valued 
by  the  Interstate  Commerce  Commission  upon 
a  basis  which  will  give  the  security  holders 
a  return  related  to  the  rise  of  prices.  In- 
deed, that  would  be  impracticable  in  the  case 
of  the  bond-holders.  The  investors  will  get 
their  interest  and  dividends  on  a  pre-war  basis 
and  suffer  the  loss  of  purchasing  power  in  their 
incomes.  It  need  not  be  thought,  however, 
that  the  loss  is  all  theirs,  since,  after  paying 
taxes  and  higher  living  expyenses,  they  will  have 
much  less  left  from  their  incomes  for  invest- 
ment. There  will  be  less  capital  for  the  ex- 
pansion of  industry,  enterprise  will  be  held 
in  check,  improvements  will  be  retarded,  in- 
terest rates  will  be  higher,  the  demand  for 
labor  will  be  less,  and  the  entire  community 
will  pay  for  the  loss  of  capital.  After  the  gov- 
ernment and  all  its  commissions  have  had 
their  say,  the  economic  law  will  make  the  final 
adjustments. 

Railroad  Valuations. 

In  considering  the  rate  case  now  pending  the 
Interstate  Commerce  Commission  has  ob- 
tained a  summary  of  the  work  of  its  Valuation 
Commission,  so  far  as  it  is  practical  to  include 
rhe  results  arrived  at.  This  summary  pre- 
pared by  the  Commission's  own  engineers  in- 
dicates that  for  fifty  railroad  systems  with  an 
aggregate  mileage  of  51,853  miles  the  cost  of 
reproduction  new,  based  on  1914  figures,  would 
be  $3,203,782,543,  while  the  book  value  of  these 
.'iccording  to  the  propertv  accounts  of  the  com- 
panies, aggregates  $3,158,275,156.  Reproduc- 
tion costs  exceed  book  value  by  1  per  cent.,  and 
outstanding  securities  are  something  less  than 
the  book  values. 

The  report  makes  another  statement  which 
is  of  interest  in  this  connection.  The  casual 
reader  might  be  inclined  to  say  that  this  show- 
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mg  was  largely  due  to  the  rise  of  land  values, 
but  the  report  states  that  of  the  total  reproduc- 
tion costs  as  calculated  91  per  cent,  represented 
construction  and  only  10  per  cent.  land. 

For  the  ten  largest  roads  in  the  list  of  fifty 
covered  by  the  report  the  comparison  between 
the  railroad  property  accounts  and  the  en- 
gineer's reports  was  as  follows : 

Gov't's  Report  of 

Railroad  Cost  of 

Property  Reproduction 

Investment  Incl.  Cost  of 

Account  Land. 

Creat  Northern $    384,273,853  $418,204,335 

Chicago,  Rock  Island  &  Pacific  341,401,305  388,601,208 
New     York,     New     Haven     & 

Hartford 195,505.844  319,599,023 

Boston  &   Maine 195,903.526  276,528,128 

Cleveland,    Cine,    Chic.    &    St. 

Louis    144,375,812  .159.269,845 

Oregon-Washington    R.     R,    & 

Nav 156,642,559  143,347,128 

Minn.,    St.    Paul    &    Sault    Ste. 

Marie 116.953,635  114,701,111 

Oregon  Short  Line   113,094,103  109,685,219 

Qiicago  &  Eastern  Illinois 78,990.280  77,751.855 

Central  of  Georgia 62,003,324  73,609,448 

This  indicates  that  the  sensational  repre- 
sentations as  to  the  amount  of  water  in  rail- 
road stocks  will  be  finally  disposed  of  by  the 
official  inquiry. 

Statement  by  Mr.  Clark. 

Mr.  Edward  E.  Clark,  Chairman  of  the  In- 
terstate Commerce  Commission,  before  his 
appointment  upon  the  Commission  by  President 
Roosevelt,  was  head  of  the  Brotherhood  of 
Railroad  Conductors.  He  has  made  an  eflfec- 
tive  member,  and  at  his  appearance  before  the 
Congressional  Committees  when  the  new  rail- 
road law  was  pending,  expressed  opinions  fav- 
orable to  the  policy  of  establishing  a  fixed  re- 
turn upon  the  capital  investment.  In  a  recent 
address  he  is  quoted  as  saying: 

"The  public  must  be  willing  to  pay  for  the  class  of  trans- 
portation that  the  public  demands,  and  if  the  public  is  not 
willinK  to  pay  for  the  kind  of  transportation  that  it  wants, 
it  will  have  to  be  content  with  the  kind  it  is  willing  to 
pay  for, 

"I  do  not  believe  that  government  ownership  and  opera- 
tion of  railroads  in  this  country  is  the  most  desirable  thing. 

"To  my  mind  the  most  striking  thing  about  the  new  legis- 
lation is  the  very  extreme  and  radical  change  in  the  gov- 
ernmental or  public  policy  with  regard  to  the  rejrul.ition 
of  railroads.  Perhaps  the  most  complete  change  is  that 
with  regard  to  pooling  and  the  consolidation  of  competing 
lines  and  to  such  amalgamation  of  the  different  carriers  into 
larger  sysitems  as  will  tend  to  increase  the  effectiveness 
and  the  efficiency  of  our  transportation  system  and  render 
a  greater  and  better  public  service. 

"To  my  mind  the  Commission  cannot  be  effective  ex- 
cept in  pursuit  of  a  sound  policy,  and  so  we  have  been 
endeavoring,  as  best  we  could,  to  study  some  of  the  tnost 
important  matters  from  the  standpoint  of  policy. 

"The  purpose  of  the  Congress,  has  been,  as  I  have  said, 
to  build  up  a  system  of  transportation  that  is  adequate  and 
efficient.  It  has  declared  the  purpose  to  make  the  users  of 
that  transportation  system  pav  what  is  reasonable  for  the 
services  they  get,  and  to  afford  to  those  who  are  owners 
of  those  properties  a  fair  return  upon  the  value  of  the 
property  that  they  devote  to  the  public  use. 

"We  (the  T.  C  C),  realize  the  magnitude  and  the  im- 
portance of  this  question;  we  realize  that  the  admonition 
that  all  of  these  relations  shall  be  just  and  reasonable 
means  that  they  shall  be  reasonable  for  the  one  and  reason- 
able for  the  other,  jutt  to  the  one  and  jiut  to  the  other." 


The  Railroad  Congestion. 

The  railroad  situation  is  the  focus  of  criticism 
just  now,  but  with  more  difficult  conditions  the 
railroad  companies  have  been  moving  more  ton- 
nage this  year  than  last.  The  companies  received 
back  their  properties  on  March  1st,  there  is  reason 
to  believe  in  a  deteriorated  condition.  Probably 
the  percentage  of  cars  in  bad  order  never  was  so 
high,  or  the  shortage  of  cars  so  great,  and  it  can- 
not be  claimed  that  they  have  had  much  time  in 
wbich  to  add  to  the  equipment  or  enlarge  the 
facilities.  The  discontent  of  the  employes  which 
had  been  brewing  under  government  control,  not 
only  broke  out  in  strikes  but  impaired  the  general 
efficiency  of  the  operating  force.  Certain  diffi- 
culties undoubtedly  were  incidental  to  the  resump- 
tion of  independent  operations,  but  the  results 
afford  little  warrant  for  the  hasty  criticism  which 
declares  that  private  management  has  broken 
down.  It  is  not  a  failure  under  the  circumstances 
to  have  handled  more  traffic  than  ever  was  handled 
before.  The  railroads  cannot  meet  the  growing 
needs  of  the  country  without  the  constant  expen- 
diture of  great  sums  of  capital  upon  them,  and 
such  expenditures  have  not  been  made  in  recent 
years. 

The  coal  situation  is  bad,  but  it  is  made  much 
worse  by  the  fact  that  the  coal  strike  of  last  fall 
exhausted  the  reserves  of  coal  ordinarily  main- 
tained by  large  consumers,  thus  making  the  even 
distribution  of  current  production  a  matter  of 
greater  importance  than  usual.  The  reserves  have 
not  been  made  good,  so  that  many  consumers  feel 
that  they  arq  at  the  point  of  exhaustion  and  are 
not  only  clamorous  for  coal  but  bidding  against 
each  other  for  it  and  forcing  up  the  price.  This 
affords  the  basis  for  charges  of  profiteering,  but 
the  rise  of  prices  when  competitors  are  deter- 
mined to  increase  their  shares  of  a  limited  supply 
is  a  perfectly  familiar  phenomenon,  and  nobody 
has  ever  discovered  a  way  to  prevent  it  except 
by  having  the  public  authority  take  over  the  sup- 
ply and  apportion  it.  The  consumers  put  up  the 
prices  on  themselves. 

The  following  figures  show  the  total  ship- 
ments of  bituminous  coal  from  the  mines  in  each 
year  of  the  last  ten  and  for  the  first  .six  months 
of  1920: 


Tons. 

1910. 417,000,000 

1911 406,000,000 

1912 450,000,000 

1913 478.000,000 

1914 423,000,000 


Tons. 

1916 503,000.000 

1917 552.000,000 

1918 579,000,000 

1919 468,000,000 

First  six 


1915 443,000,000        months,    1920..  265,000,000 

Moreover,  the  record  shows  that  in  none  of 
these  years  did  the  shipments  of  the  first  six 
months  equal  tho.se  of  the  .second  six  months  and 
that  in  the  first  six  months  of  1920  they  exceeded 
those  of  the  first  six  months  of  1919  by  43,000,- 
000  tons. 


Mr.  Clark,  the  Interstate  Commerce  Com- 
mission's chairman,  says  in  a  letter  dated  June 
23.  1920: 

"The  heavy  trafflc  on  our  railroads  means  the  con- 
sumption by  them  of  unusual  quantities  of  coal.  The 
reser\'ea  being  so  badly  depleted,  public  utilities  and 
manufaeturlns  plants  have  been  and  are  living  almost 
from  hand  to  mouth  (or  fuel. 

"Strikes  of  employes,  more  particularly  yardmen, 
have  occurred  and  are  occurring  from  time  to  time 
in  various  sections  of  the  country.  They  necessarily 
imi>ede  the  movement  and  distribution  of  cars  and 
slow  up  the  whole  operation. 

"The  existing  facilities  are  not  sufficient  to  prop- 
erly meet  the  present  demand  for  transportation,  but 
If  we  could  have  100  per  cent  of  earnest  and  efDclent 
co-operation  and  work  on  the  part  of  all  the  railroad 
officials  and  employes  and  of  the  shipping  public  the 
available  facilities  could  be  made  to  sufflce  in  a  way 
that  would  avoid  substantial  loss  or  suffering  to  any. 

"A  cordial  spirit  of  helpfulness  and  co-operation 
has  been  manifest  on  the  part  of  the  great  majority 
of  the  railroads  and  of  the  shipping  public,  but  there 
are  always  those  who  are  unwilling  to  fall  In  line  or 
unwilling  to  contribute  their  part  to  any  movement 
in  the  common  interest.  Habits  are  acquired,  sen- 
timents crystallized  and  policies  adopted  among  some 
people  and  in  some  quarters  as  the  result  of  war 
conditions  which  are  not  in  harmony  with  the  prin- 
ciples of  our  government  or  in  line  with  the  com- 
mon welfare.  It  is  to  be  hoped  that  they  will  gradu- 
ally and  completely  disappear. 

"The  necessity  for  more  facilities  and  equipment 
cannot  be  met  at  the  moment.  Acquisition  of  new 
facilities  Involves  various  and  sometimes  intricate 
and  difficult  problems  of  flnancing  and,  of  course, 
they  must  be  constructed." 

This  expresses  the  views  of  a  public  official  who 
is  struggling  with  the  responsibilities  of  his  task. 
It  is  an  appeal  for  patience  and  cooperation,  and 
in  marked  contrast  to  the  explosive  utterances 
prevalent  over  the  country. 

Foreign  Trade  and  Exchange. 

The  trade  balance  in  favor  of  the  United 
States  in  June  was  only  $78,000,000,  the  small- 
est for  any  month  since  before  the  war.  Imports 
at  $553,000,000  were  the  highest  ever  recorded. 

Exports  and  imports  by  months  during  the 
last  fiscal  year  have  been  as  follows: 

Exports.  Imports. 

July $568,687,515  $343,746,070 

August 646,054,425  307,293,078 

September 595,214.266  435,448,747 

October 631,618,449  401,845,150 

November 740,013,585  424,810,273 

December 681,415,999  380,710,323 

January 722,063,790  473,823,869 

February 645,145,225  467,402,320 

March  819,556,037  523,923,236 

April 684,538,438  49S.738,57« 

May 745,868,403  431,004,944 

June 631,000,000  553,000,000 

Total $8,111,176,131  $5,338,746,580 

The  above  figures  do  not  include  gold  or 
silver.  Exports  of  gold  during  the  year  were 
$467,000,000;  imports,  $151,000,000;  exports  of 
silver,  $179,000,000;  imports,  $102,800,000. 

Exports  and  imports  in  each  of  the  last  eight 
years  have  been  as  follows: 


Exports.  Imports. 

1930 $8,111,176,131  $5,338,746,580 

1919 7,333,183,686  3,095,720,068 

I9«8 S.9«9,7«'.37t  2,945.655.403 

19'7 6,390,048,394  2,659.355,185 

1916 4.333.483,885  3,197,883,510 

191S   3,768,643,000  1,674,320,000 

1914 3,364,636,000  1,894,160,000 

1913 3,465,884,000  1,813,008,000 

The  foreign  exchange  table,  showing  pres- 
ent rates  and  changes  of  the  last  month  fol- 
lows: 

Rate  in  Rate  in  Change 

Unit  cents  cents  from  Depre- 

Value  June  25  July  26      par  ciation 

Canada   1.00  .8800  .88           .12  12.00 

Germany   ....    2382  .0270  .0245        2137  89.71 

Italy   1930  .0616  .0555       .1375  7124 

Belgium   1930  .0870  .0824       .1106  57.31 

France    1930  .0829  .0775        .1155  59.84 

England   4.8665  3.9675  3.7950  1.0715  22.02 

Switzerland..    .1930  .1825  .1718       .0212  10.98 

Holland  4020  .3562  .3450       .0570  14.18 

Denmark   ....    2680  .T645  .1620       .1060  39.55 

Norway  2680  .1678  .1625        .1055  39.37 

Sweden    2680  .2210  2155        .0525  19.59 

Spain  1930  .1670  .1.567       .036.3  18.81 

Argentine  ...    .9648  .9537  .8875       .0773  8.01 

Japan   4985  .5150       .5150       .0165  *3.3l 

♦Premium. 

It  will  be  seen  that  the  European  exchanges, 
after  showing  greater  strength  for  several 
months,  have  declined  heavily,  the  drop  hav- 
ing occurred  for  the  most  part  in  the  last  half 
of  July.  Various  explanations  are  given, 
among  them  the  Polish-Russian  crisis  and  the  ap- 
proaching maturity  of  the  Anglo-French  loan, 
but  the  most  direct  influence  has  been  the 
increased  offerings  of  sterling  bills.  In  the 
last  two  weeks  both  wheat  and  cotton  bills 
have  made  their  appearance  in  round  amounts, 
and  the  market  has  not  been  in  shape  to  take 
them  without  recessions.  The  Continental  ex- 
changes have  been  affected  by  the  London 
rate. 

Although  the  balance  of  trade  has  been 
against  Japan  for  the  last  half  year,  large 
balances  were  previously  accumulated  here, 
and  the  Japanese  banks  have  been  drawing  on 
these  during  the  past  month  to  the  extent  of 
about  $11,500,000  in  gold.  The  movement 
probably  is  due  to  the  disturbed  state  of  busi- 
ness in  Japan.  The  exports  and  imports  of 
that  country  have  both  fallen  off,  but  it  would 
not  be  strange  under  existing  circumstances 
if  the  latter  should  fall  off  more  than  the 
former. 

India  continued,  during  last  month,  to 
take  but  little  gold  from  London,  and  a  mod- 
erate share  of  the  arrivals  from  South  Africa 
have  been  detained  for  New  York.  A  resump- 
tion of  silver  purchases  in  London  for  the 
India  market  is  reported  and  the  future  mar- 
ket for  silver  in  India  is  again  quoted,  after 
having  been  suspended  throughout  the  war. 
The  price  of  silver  in  London  has  recovered 
several  pence  and  foreign  silver  is  worth  about 
94  to  95  cents  in  New  York,  with  the  United 
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States    government    buying    domestic    silver 
under  the  Pittman  Act  at  $1  per  ounce. 

The  question  of  how  the  French  govern- 
ment is  proposing  to  pay  its  half  of  the  Anglo- 
French  loan  of  $500,000,000  which  matures 
October  15,  is  still  unanswered,  but  it  has 
been  announced  that  a  representative  of  the 
French  treasury  will  soon  visit  this  country, 
presumably  to  discuss  this  subject. 

South  American  Ezchaiig;es. 

The  exchange  situation  between  New  York 
and  Buenos  Aires  has  continued  in  favor  of 
the  former,  with  the  new  development  that  the 
Argentine  government  after  granting  orders 
against  its  balance  in  New  York  to  the  aggre- 
gate amount  of  about  $43,000,000,  shut  down 
on  further  drafts  of  this  kind,  thus  virtually 
suspending  gold  payments  and  throwing  the 
market  on  its  own  resources.  The  effect  has 
been  to  put  drafts  on  New  York  at  a  premium 
of  approximately  10  per  cent,  in  Buenos  Aires, 
which  will  make  American  goods  cost  more 
in  that  market,  and  to  that  extent  discourage 
our  trade  in  that  country. 

This  is  a  reversal  of  the  situation  last  March, 
when  the  balance  of  payments  was  in  favor  of 
Argentina  and  gold  was  going  out  from  here 
at  such  a  rate  that  some  timid  people  were 
for  having  the  United  States  government  do 
what  the  Argentine  government  has  now 
done.  Perhaps  they  will  find  support  for  their 
arguments  in  this  action  of  the  Argentine  gov- 
ernment, but  time  has  shown  that  such  inter- 
ference was  unnecessary  then  and  will  prob-^ 
ably  show  it  to  have  been  unnecessary  now. 
We  will  not  presume  to  criticize  the  policy  of 
the  Argentine  government,  but  the  percentage 
of  gold  reserve  to  paper  currency  is  very  high 
in  that  country,  and  the  present  situation  prob- 
ably is  temporary.  When  the  season  for  ex- 
porting wool  comes  around  the  trade  balance 
is  most  likely  to  again  turn  over  in  favor  of 
Argentina. 

Exchange  with  Uraguay  follows  closely  that 
with  Argentina,  and  the  fall  in  exchange  with 
Rio  Janerio  has  been  even  heavier  than  with 
Argentina  and  Uraguay.  It  fs  unfortunate 
that  these  violent  fluctuations  in  exchange 
should  occur  between  countries  whose  trade- 
relations  are  as  mutually  advantageous  as 
those  of  the  United  States  and  these  countries. 

The  long-pending  joint  application  of  the 
governments  of  Great  Britain,  France  and 
Italy  for  a  loan  of  200,000,000  gold  pesos  from 
the  Argentine  government  seems  to  have  been 
finally  abandoned.  The  European  govern- 
ments have  given  notice  that  they  no  longer 
desire  the  credit.  It  was  wanted  to  finance  the 
purchase  of  Argentine  products,  but  that  seems 
to  have  been  accomplished  by  other  means,  as 
Argentine  exports  since  January  I,  last,  have 
been  heavy  beyond  precedent.  A  recent  re- 
port from  Mr.  Robertson,  United  States  Con- 


sul-General  at  Buenos  Aires,  says  that  Ar- 
gentine exported  2,555,223  tons  of  wheat  dur- 
ing the  first  four  months  of  this  year,  as 
against  364,873  tons,  801,103  tons,  628,829  tons, 
950,758  tons  and  1,638,232  tons  during  the  cor- 
responding periods,  respectively,  of  the  years 
1919,  1918,  1917,  1916  and  1915.  In  addition 
to  the  amount  actually  exported  the  sales  for 
export  were  so  heavy  that  the  amount  avail- 
able for  home  consumption  has  been  found  to 
be  too  small  and  the  Argentine  government 
has  negotiated  for  the  repurchase  on  public 
account  of  a  large  amount  which  had  become 
the  property  of  the  French  government. 

A  Brotherhood  Bank. 

A  Washington  dispatch  says  that  a  charter 
has  been  taken  out  for  "The  Brotherhood  of 
Locomotive  Engineers'  Co-operative  National 
Bank  of  Cleveland,  Ohio,"  which  is  to  be 
established  with  a  capital  of  $1,000,000.  No 
authoritative  statement  about  the  institution 
has  been  given  out,  but  parties  who  have  as- 
sumed to  speak  for  it  have  said  that  the  rail- 
road brotherhoods  and  other  labor  organiza- 
tions were  resolved  to  have  their  own  banks 
and  keep  their  money  where  it  "would  no 
longer  be  used  against  them,"  and  that  the 
proposed  institution  would  "lend  money  to 
workers  and  farmers,  and  not  to  speculators 
and  manipulators." 

If  that  is  the  way  the  brotherhoods  feel 
about  it  they  are  taking  the  right  course  in 
organizing  a  bank  of  their  own,  and  everybody 
will  be  glad  to  see  them  do  it.  If  they  think 
their  deposits  in  other  banks  have  been  some- 
how used  against  them,  or  if  they  and  others 
think  the  existing  banks  favor  speculators  and 
manipulators  rather  than  workers  and  farmers, 
probably  no  amount  of  argument  will  convince 
them  to  the  contrary.  It  is  unfortunate  that 
any  number  of  people  should  hold  such  opin- 
ions, which  sound  absurd  to  bankers,  but  since 
they  are  held,  it  is  desirable  to  show  that  they 
are  unfounded  and  that  the  public  is  honestly 
and  effectively  served  by  its  banking  institu- 
tions. The  most  practical  way  to  dispose  of 
complaints  on  this  score  will  be  to  have  the 
critics  themselves  get  into  the  banking  busi- 
ness. 

Banking;  An  Open  Field. 

The  first  demonstration  they  make  is  that 
the  banking  field  is  open  to  everybody;  the 
business  is  not  a  monopoly.  Any  group  of  re- 
putable people  who  will  pay  in  the  required 
amount  of  capital,  can  start  a  bank.  New  banks 
are  being  started  all  of  the  time.  In  some 
respects  it  is  a  business  more  easy  to  get  into 
and  out  of  than  almost  any  other,  because  it 
requires  no  heavy  investment  in  a  fixed  plant, 
subject  to  deterioration.  It  is  a  highly  com- 
petitive business,  dependent  upon  public  favor. 


The  banker  is  not  in  a  position  to  exercise  arbi- 
trary power.  He  docs  not  lend  his  own  money. 
In  order  to  make  his  business  a  success  he 
must  induce  the  public  to  leave  its  funds  in 
his  custody,  and  this  is  done  upon  two  general 
conditions.  He  must  be  always  ready  to  pay 
cash  on  demand,  and  the  depositors  have  a 
claim  to  accommodation  as  borrowers.  In  gen- 
eral commercial  banking  the  depositors  are  the 
chief  borrowers.  Nobody  could  get  very  far 
in  the  banking  business  without  recognizing 
their  claims,  for  the  business  is  fundamentally 
co-operative.  The  banker  may  lend  or  not  in 
a  given  case,  but  the  growth  of  his  business 
depends  upon  his  giving  satisfactory  treatment 
to  his  patrons  and  upon  their  prosperity.  A 
banker  who  neglected  the  wants  of  his  own 
customers  and  his  own  community  in  order  to 
use  the  funds  elsewhere,  would  soon  find  him- 
self without  deposits.  That  would  seem  to  be 
obvious,  but  evidently  it  is  not  to  a  great  many 
people. 

la  All  speculation  Pernicious? 

The  new  people  in  the  business  who  intend 
to  give  no  support  to  speculation  will  find  that 
questions  will  arise  among  themselves  as  to 
what  is  speculation  and  what  is  legitimate  busi- 
ness. There  are  not  many  business  operations 
which  have  not  some  element  of  speculation  in 
them.  The  farmer  who  plants  a  crop  is  making 
an  investment  in  the  expectation  of  a  larger 
but  more  or  less  uncertain  return  in  the  future, 
and  the  man  who  buys  the  farmer's  crop  when 
it  is  harvested  and  carries  it  and  distributes  it 
throughout  the  year  to  the  consumers,  is  act- 
ing from  a  similar  motive  and  rendering  a 
necessary  service. 

The  f)arty  who  buys  commodities  when  he 
thinks  they  are  lower  than  conditions  warrant, 
with  the  expectation  of  selling  later  at  an  ad- 
vance, is  a  speculator,  but  such  dealings  broaden 
the  market  and  tend  to  stabilize  it. 

Is  it  legitimate  to  store  eggs  in  June  for  con- 
sumption in  January?  Who  knows  what  it  is 
safe  to  pay  for  eggs,  or  lend  upon  eggs,  in 
Tune  to  be  stored  for  the  winter  market?  Who 
knows  how  freely  hens  will  be  laying  next  fall 
and  winter?  And  if  as  the  season  develops  and 
conditions  change,  the  original  purchaser  of 
June  eggs  concludes  to  sell  to  a  secondary  pur- 
chaser who  will  carry  them  the  remainder  of 
the  season,  is  either  a  pernicious  speculator? 
Would  the  interest  of  the  public  be  served  by 
requiring  the  producer  to  carry  the  eggs  from 
June  to  January,  or  by  forbidding  the  first  dealer 
to  sell  them  to  another  dealer?  Can  the  second 
dealer  get  a  higher  price  for  the  eggs  in  January 
than  the  first  dealer  could  have  obtained  if  he  had 
carried  them  the  full  time,  and  is  there  gain  or 
loss  to  the  public  in  having  a  free  market  for 
^gs?     Just   where  does  pernicious   speculation 


begin,  and  to  what  extent  is  it  advisable  that  the 
banker  sliould  attempt  to  regulate  it  or  hold  the 
scales  between  producer  and  consumer? 

Questiona  of  Banklaf  Policy. 

Just  now  there  is  an  appeal  for  bankers  to 
lend  money  to  wool-growers  to  enable  the  lat- 
ter to  carry  their  wool  until  prices  recover  from 
the  recent  slump;  and  on  the  other  hand  a 
general  demand  that  bankers  shall  not  support 
the  withholding  of  products  from  market. 

Is  it  legitimate  to  lend  money  on  stocks  and 
bonds?  They  represent  tangible  property,  i.  e., 
lands,  buildings,  machinery,  goods.  Is  it  legiti- 
mate to  lend  on  the  pledge  of  such  property,  or 
would  it  be  in  the  public  interest  to  deny  to 
its  owners  the  right  of  using  their  credit? 

Of  course  these  questions  come  up  to  bankers 
in  many  phases,  and  discrimination  must  be 
exercised  according  to  the  circumstances  of 
each  case  and  the  conditions  of  the  time.  At 
the  present  time  the  pressure  for  credit  is  so 
great  that  there  is  necessity  for  discrimination 
in  favor  of  the  most  essential  uses,  as  there  is 
jn  apportioning  railroad  cars,  but  in  ordinary 
times  it  is  safe  to  say  that  the  public  would 
no  more  want  arbitrary  regulation  of  business 
by  the  bankers  than  by  the  railroad  companies. 

If  the  Brotherhood  Bank  helps  to  assure  peo- 
ple who  are  doubtful  on  the  subject,  that  there 
is  free  entrance,  actual  competition,  and  fair 
play  in  the  banking  field,  it  will  serve  an  excel- 
lent purpose,  and  we  are  confident  that  it  will 
have  an  influence  to  this  end.  The  more  every- 
body knows  about  the  services  of  the  entire 
business  organization,  the  better,  and  the  more 
widely  the  ownership  of  banking  corporations 
and  all  other  corporations  can  be  distributed, 
the  better. 

Cooperative  Industrial  Associations. 

The  newspapers  last  month  chronicled  the 
presence  in  the  port  of  New  York  of  the  Italian 
steamship  "Crema,"  which  is  one  of  a  fleet  of  five 
freight  vessels  owned,  it  is  said,  by  officers  and 
men  of  tlie  Italian  mercantile  marine.  In  other 
words,  it  is  a  cooperative  shipping  company,  re- 
cently organized  under  the  auspices  of  the  Italian 
government,  which  sold  the  ships  upon  favorable 
terms.  There  are  about  31,000  members  of  the 
association,  each'of  whom  pays  a  percentage  of 
his  wages  monthly  into  the  treasury  to  complete 
the  purchase  of  the  fleet.  The  earnings,  which  at 
present  are  very  good,  are  applied  to  the  same 
purpose. 

The  members  of  the  organization  elect  the 
Board  of  Directors,  which  must  include  repre- 
sentatives of  both  officers  and  crew. 

The  Chief  Officer  of  the  "Crema,"  when  in- 
terviewed, said  that  discipline  on  the  ships  owned 
by  the  association  was  stricter  than  in  the  ordinary 
merchant  vessels  because  if  a  member  did  not  do 
his  duty  in  a  proper,  seaman-like  manner  he 
would  be  ejected  and  blacklisted  by  the  union. 
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Amid  all  the  strife  and  recrimination  of  this 
time,  here  is  an  encouraging  bit  of  news.  Every- 
body will  wish  success  to  the  Italian  cooperative 
shipping  association.  Why  shouldn't  it  be  suc- 
cessful? If  it  is,  the  way  to  real  Democracy  in 
Industry  will  be  seen  to  be  wide  open  and  ripht 
at  hand.  Moreover,  if  it  is  not  successful,  what 
is  to  be  thought  of  the  plan  for  labor  representa- 
tion in  management  without  any  share  of  owner- 
ship? 

Why  Not  a  Railroad  Employes'  Association. 

The  31,000  members  of  the  Italian  Cooperative 
Association  are  not  all  employed  by  that  associa- 
tion, which  only  owns  five  ships.  The  association 
expects  to  buy  more  ships,  but  may  also  take  in 
more  members.  The  main  feature  is  that  the 
ships  will  be  operated  and  controlled  by  men  who 
make  their  living  on  the  sea  and  whose  incomes 
are  mainly  from  their  labor.  The  class  division 
between  owners  and  employes  is  done  away  with. 

The  cooperative  shipping  association  might 
serve  as  a  model  for  an  association  of  railroad 
employes.  The  railroad  wage  bill  after  the  new 
waije  scale  goes  into  effect  will  be  about  $3,600,- 
000,000  per  year,  and  if  the  employes  would  set 
aside  five  per  cent,  to  finance  the  undertaking  they 
could  begin  to  accumulate  an  interest  in  the  rail- 
roads at  the  rate  of  $180,000,000  per  year.  If 
this  was  applied  to  the  purchase  of  stock  rather 
than  bonds  they  would  come  quite  rapidly  into  an 
influential  position  in  the  control  of  the  roads,  par- 
ticularly if  they  concentrated  their  purchases  upon 
certain  systems.  The  New  York  Central  system 
has  $222,729,300  of  stock  outstanding,  now  sell- 
ing in  the  market  at  about  $70  per  share,  or  at  a 
valuation  of  $155,950,510  for  the  entire  stock.  A 
majority  would  give  control  and  even  a  respec- 
table minority  interest  would  give  representation. 
•  This  is  enough  to  show  that  there  is  no  in- 
superable obstacle  to  having  the  railroad  employes 
become  an  important  factor  in  railroad  ownership 
and  management,  and  so  far  from  there  being 
objection  to  it  by  other  shareholders  or  the  pub- 
lic, we  are  confident  that  it  would  be  welcomed. 
The  United  States  Steel  Corporation  encourages 
its  employes  to  become  stockholders,  and  several 
railroad  companies  have  made  special  eflforts  to 
the  same  end. 

Cooperation  Proposed  for  Qarnient-worlcers. 

It  is  announced  that  plans  are  about  to  be  of- 
fered to  the  garment- workers'  unions  of  America 
for  the  establishment  of  union-owned  factories  and 
stores.  The  first  group  of  factories,  it  is  said, 
will  be  established  in  New  York  together  with  a 
number  of  union  stores,  and  others  will  be  lo- 
cated in  Chicago  and  Philadelphia.  Ample  funds 
will  be  provided  from  the  treasury  of  the  inter- 
national union. 

There  will  be  skepticism  about  the  outcome  of 
this  undertaking  among  those  who  doubt  that  large 
numbers  of  people  without  practical  experience 


can  operate  a  business  of  this  kind  successfully, 
but  we  regard  the  movement  as  a  hopeful  symp- 
tom of  the  times.  It  is  a  constructive  plan  for 
dealing  with  the  industrial  situation.  In  so  far 
as  it  is  based  upon  the  opinion  that  the  present 
employers  are  making  exorbitant  profits  and  ren- 
dering little  or  no  service  in  the  industry,  there 
will  be  something  to  learn,  but  it  is  highly  desir- 
able that  the  facts  shall  be  known  and  there  is 
no  better  way  to  develop  them.  There  is  no  ob- 
stacle to  the  success  of  the  undertaking  except  such 
as  the  workers  may  raise  among  themselves  by 
failure  to  properly  support  it  and  to  select  the 
right  persons  to  manage  it.  If  the  members  will 
take  as  much  interest  in  making  a  success  of  the 
business  as  they  have  in  making  a  success  of 
their  strikes  they  will  accomplish  a  most  desirable 
revolution  in  the  industry.  i 

It  is  evident  that  the  general  state  of  ill-feeling 
and  antagonism  in  industry  is  reducing  output,  in- 
creasing costs  and  inflicting  hardships  upon  the 
great  body  of  the  population.  All  sorts  of  reme- 
dial schemes  are  proposed  which  result  in  noth- 
ing but  more  controversy,  but  this  proposal  to  have 
the  workers  themselves  become  proprietors  is  be- 
yond controversy.  It  offers  a  kind  of  socialism 
which  nobody  can  find  fault  with  and  yet  ought 
to  satisfy  the  socialists  as  well  as  the  trade-union- 
ists. It  promises  harmony,  contentment,  efficiency 
in  industry,  industrial  democracy,  better  social  con- 
ditions and  good  citizenship,  all  together. 

Of  course  so  much  that  is  good  is  not  to  be 
expected  all  at  once  under  any  system  which  de- 
pends upon  human  co-operation.  Some  allowance 
for  human  frailties  and  disagreements  must  be 
made  and  plans  of  this  kind  are  not  altogether  new. 
Nevertheless,  is  not  the  principle  sound,  and  does 
it  not  f)oint  the  natural  line  of  development?  If 
the  management  is  good  and  the  workers  support 
it  success  will  result ;  without  these  conditions  it 
will  fail.  The  achievement  of  these  conditions  is 
a  matter  of  social  education  and  development, 
worth  working  for  in  itself.  It  is  the  funda- 
mental condition  of  success  for  industrial  democ- 
racy, for  a  democracy  which  mismanages  industry 
is  not  going  to  benefit  anybody.  The  resolution  to 
save,  to  own  something,  to  have  a  proprietary  in- 
terest, and  to  make  the  business  a  success  in  its 
relations  to  the  public,  must  develop  along  with  the 
ambition  to  manage  the  business.  If  the  labor  or- 
ganizations can  help  in  developing  this  resolution 
and  an  appreciation  of  the  part  which  labor  can 
play  by  thrift  and  co-operative  effort  they  will 
be  of  great  service. 

In  short,  if  the  wage-earners  are  ready  to  co- 
operate, and  manage  industry  for  themselves, 
supplying  the  required  capital  and  skill,  there  is 
no  obstacle  to  prevent  them  outside  of  themselves, 
and  it  is  the  thing  for  them  to  do.  On  the  other 
hand  if  they  are  not  prepared  to  do  this,  if  they 
decline  to  assume  any  risks  or  responsibilities, 
and  admit  that  they  need  the  services  of  capital- 
ists and  managers,  then  they  should  assume  a 
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more  cooperative  attitude  toward  the  latter,  and 
join  in  good  faith  in  a  general  effort  to  make 
the  wage  system  productive  of  the  largest  possible 
results. 

International  Chamber  of  Commerce. 

The  International  Conference  of  delegates 
from  Chambers  of  Commerce  held  in  Paris 
last  month  seems  to  have  been  a  meeting  well 
worth  while.  The  first  conference  so  consti- 
tuted was  held  in  this  country  at  Atlantic  City 
last  September,  in  which  500  delegates  from 
Belgium,  Great  Britain,  France,  Italy  and  the 
United  States  participated.  The  meeting  which 
has  just  been  held  in  Paris  was  planned  at 
that  time,  and  it  is  now  proposed  to  establish 
a  permanent  organization,  which  shall  hold  an 
annual  convention  and  to  which  delegates 
representing  the  commercial  organizations  of 
other  countries  shall  be  admitted. 

The  purpose  is  to  create  a  body,  less  formal 
and  restricted  in  its  deliberations  than  one  con- 
stituted by  government  officials  must  be,  to  con- 
sider international  questions  from  the  standpoint 
of  mutual  interests,  and  endeavor  to  promote  a 
spirit  of  good-will  and  co-operation. 

Such  bodies  of  course  can  be  influential  only 
as  their  declarations  appeal  to  the  judgment  of 
the  peoples  from  whom  they  come,  but,  repre- 
senting the  leading  commercial  organizations  of 
the  world,  it  is  conceivable  that  the  con- 
ferences may  develop  into  large  import- 
ance. They  cannot,  of  course,  negotiate, 
legislate  or  agree  to  anything  for  their  coun- 
tries in  a  binding  sense,  but  for  that  very  rea- 
son there  may  be  greater  freedom  of  suggestion 
and  discussion  than  in  an  official  body.  The 
constructive  work  of  the  world  is  not  done  by 
governments  and  they  are  poorly  qualified  to 
do  it,  either  in  international  or  domestic  af- 
fairs. Indeed,  the  great  danger  to  orderly 
and  natural  social  progress  is  that  governments 
will  attempt  to  do  too  much ;  and  the  best  way 
of  preventing  or  heading  off  such  attempts  is 
by  such  voluntary  action  on  the  part  of  the 
leading  social  forces  as  will  make  governmen- 
tal action  unnecessary  or  only  naturally  supple- 
mental. 

The  most  important  questions  of  the  day  are 
best  treated  in  a  tentative,  experimental  man- 
ner, with  all  parties  free,  but  voluntarily  seek- 
ing the  relations  which  will  best  serve  the 
common  interests. 

Recovery  of  France. 

We  have  been  pleased  to  refer  from  time  to 
time  in  recent  months  to  the  many  signs  of  in- 
dustrial recovery  in  France.  The  French  people 
have  labored  under  enormous  difficulties  in  their 
efforts  to  get  their  industries  back  into  normal 
operation,  notably  from  the  shortage  of  coal — for 
what  can   be  done   in   industry   without   steam 


power?  They  have  been  also  under  a  very  dis- 
tressing handicap  in  the  necessity  to  import  so 
much  of  food  and  raw  materials  under  adverse 
exchange  conditions  which  made  the  cost  more 
than  double  the  actual  prices  in  foreign  markets. 
The  investments  of  France  in  Russia  and  South- 
eastern Europe  would  supply  in  normal  times  for- 
eign credits  enough  to  pay  for  such  importations, 
but  they  yield  nothing  now.  Notwithstanding 
these  obstacles,  the  people  of  France  have  accom- 
plished results  which  serve  to  both  hearten  them- 
selves and  give  confidence  in  their  future  to 
others.  There  never  was  reason  to  doubt  that 
the  people  of  France  would  regain  their  produc- 
tive powers  and  meet  their  obligations  to  the  last 
franc,  and  they  are  now  furnishing  proof  of  it 
which  is  convincing  even  to  the  most  skeptical. 

In  a  recent  interview  held  by  a  representative 
of  this  Bank  with  the  head  of  one  of  the  great 
French  banks,  the  latter  was  asked  to  dictate  a 
memorandum  covering  some  of  the  principal  facts 
of  the  situation,  which  lie  did,  an<l  his  succinct 
and  interesting  statement  is  repeated  herewith, 
as  follows: 

A  Few  Data  About  the  French  Situation. 

In  1913,  the  total  amount  of  revenue  collected  by  the 
French  budget  was  5.100  million  francs  (1.020  million 
dollars).  At  the  end  of  the  war  the  total  revenue  had 
reached  9.000  million  francs  (1.800  million  dollars). 

But  the  richest  part  of  France  was  invaded,  a  part 
which  in  1913  yielded  800  million  francs  (160  million 
dollars). 

Consequently,  as  the  9.000  million  francs  (1.800  mil- 
lion dollars)  were  paid  by  the  remainder  of  the  terri- 
tory, which  paid  4.300  million  francs  (860  million  dol- 
lars) in  1913,  the  increase  is  more  than  100%. 

This  achievement  is  generally  compared  in  a  disparag- 
ing spirit  with  those  of  other  countries  during  the  war. 

But  it  must  be  remembered : 

1.  That  the  invaded  territory  represented: 
14%  of  the  French  production  in  wheat. 
47%  of  the  French  production  in  sugar. 
55%  of  the  French  production  in  flax. 

747'fc  of  the  French  production  in  coal. 

92%  of  the  French  production  in  iron  ore. 

81%  of  the  French  production  in  iron. 

60%  in  the  French  production  in  steel. 

20%  of  the  French  production  in  tools,  machinery, 

etc. 
80%  of  the  French  production  in  wool  products. 
70%  of  the  French  production  in  cotton  products. 
207o  of  the  French  Export  Trade. 

2.  That  when  these  districts  were  restored  to 
France  destruction  had  been  wrought,  purposely, 
even  to  the  last  moment,  in  order  to  cripple  French 
industry  and  trade  for  long  years  to  come,  amount- 
ing to  tens  of  billion  of  dollars  (the  exact  amount 
cannot  even  now  he  ascertained). 

The  principal  coal  mines  had  been  flooded,  all 
equipments  destroyed.  It  will  take  ten  years  to  put 
them  in  shape  again.  And  8,700,000  acres  of  land 
were  rendered  useless  for  agriculture;  1,400  miles 
of  standard  gauge  railroad  track,  814  bridges,  and 
680  miles  of  waterways  had  been  destroyed. 

3.  That  the  French  losses  in  men  killed  have 
been  1,350,000,  representing  3J4%  of  the  total  popu- 
lation. 

Practically  all  men  between  18  and  47  have  been 
mobilized,  i.  c.,  about  25%  of  the  total  population. 
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Out  of  every  100  mobilized— men  of  the  ages  of  19 
to  34 — 57  have  been  killed. 

4.  That  in  spite  of  the  terrible  handicap  under 
which  the  country  labored,  with  huge  foreign  armies 
concentrated,  equipped,  drilled,  clothed,  fed  and 
armed  on  French  territory — as  every  American 
knows — on  the  day  of  the  Armistice,  the  whole 
American  army  in  France  did  not  possess  a  single 
field  gun  which  had  not  been  constructed  in  and 
supplied  by  France. 

Imagine  the  United  States  in  the  same  situation :  hav- 
ing lost  the  coal  fields  in  the  AUeghanys,  the  iron  ore  of 
the  lakes,  some  of  the  largest  and  richest  cities  such  as 
Chicago,  Cleveland  and  Pittsburg,  having  had  3,500,000 
men  killed,  and  while  struggling  for  their  life  on  tlieir 
own  soil,  helping  others  to  get  ready,  and  devoting  all 
their  productive  capacity  to  war  material,  while  others 
had  something  over  for  domestic  requirements  and  in- 
vestments such  as  shipbuilding,  etc.,  how  would  Ameri- 
can economic  conditions  look,  under  these  circum- 
stances, after  five  years? 

The  present  situation  is,  of  course,  a  transitory  one, 
but  already  interesting  symptoms  can  be  noted: 

(a)  An  improvement  in  the  trade  returns: 
French  imports  during  the  first  5  months  of  1919 

amounted  to  Fr.  11.114  million  (2.222  million  dollars) 
and  during  the  first  five  months  of  1920,  to  Fr.  13,- 
041  millions  (2.608  million  dollars). 
The  exports,  during  these   same  periods,  were: 

1919  Fr.  2.116  million  (423  million  dollars). 

1920  Fr.  5.976  million  (1.194  million  dollars). 

The  balance  is  certainly  a  very  unfavorable  one, 
but  it  is  being  slowly  and  steadily  reduced : 
In  1919,  Fr.  8.998  millions  (1.799  million  dollars). 
In  1920  Fr.  7.071  millions  (1.414  million  dollars). 

The  increase  in  imports  is  due  mainly  to  raw  ma- 
terial for  industrial  purposes  (Fr.  1.724  million  or 
344  million  dollars)  while  the  increase  in  exports  is  , 
mainly  due  to  manufactured  articles  (Fr.  2.244  mil- 
lions or  448  million  dollars). 

(b)  The  yield  of  taxes  and  other  state  income 
shows  a  remarkable  increase.  For  the  first  five 
months  of  1920,  the  returns  have  exceeded  the  esti- 
mates by  Fr.  1.356  millions  (271  million  dollars)  ; 
the  increase  on  the  figures  of  1919  (with  no  appre- 
ciable changes  in  the  rates)  amounts  to  Fr.  1.646 
millions  (329  million  dollars). 

The  new  taxes  voted  on  June  25,  1920,  are  esti- 
mated to  yield  about  Fr.  8.S()0  millions  a  year  (1.700 
million  dollars).  This  means  that  the  French  tax- 
payers' burden  will  henceforth  be  about  486  francs 
a  year  ($97.20),  exclusive  of  department  and  local 
taxes.  We  understand  that  the  average  yearly  pay- 
ment by  the  American  taxpayer  into  the  Federal 
treasury  is  about  $49.70. 

No  other  nation  in  history  has  undertaken  such  a 
drastic  reform  in  taxation  at  one  and  the  same  time. 

Since  the  foregoing  was  prepared  the  state- 
tnent  of  the  foreign  trade  of  France  for  the  full 
half  year  ended  June  30,  1920,  ha.s  been  made. 
Imports  amounted  to  15,629,0(X),000  francs,  an 
increase  of  836,000,000  francs  over  the  same 
period  of  1919,  while  the  exports  were  7,780,000,- 
000  francs,  an  increase  of  5,096,000,0(X)  francs. 

It  will  be  seen  that  France  still  has  great  need 
for  credit  to  enable  her  to  obtain  the  raw  ma- 
terials for  her  industries,  but  with  these  provided 
her  exports  will  rapidly  come  into  balance  with 
imports.  It  is  in  the  general  interest  that  the 
normal  balance  shall  be  restored. 


The  New  Thrift. 

"Nothing  can  take  the  place  of  intelligent  atten- 
tion." Any  man  can  repeat  after  Ben  Franklin, 
"Save,  save;  take  care  of  the  pence  and  the 
pounds  will  take  care  of  themselves." 

They  won't;  they  will  make  themselves  wings, 
if  they  are  not  kept  busy  making  money.  It's 
easy  to  lose  money  and  just  as  easy  to  make  it; 
thinking  prevents  one  and  does  the  other.  We 
have  been  taught  that  to  make  money  is  the  gift 
of  the  few;  it  is  the  natural  inheritance  of  the 
man  or  the  woman  who  will  think. 

When  one  is  really  making  money,  and  not 
merely  grabbing  what  somebody  else  makes,  he  is 
too  busy  to  waste  it.  What  proportion  of  their 
incomes  do  Henry  Ford  or  Edison  waste? 

To  learn  how  to  make  money  and  to  keep  it 
working,  really  to  produce,  is  the  message  of 
Bolton  Hall's  "Thrift."  In  a  fascinating  chapter 
he  has  made  interest  interesting.  The  book  was 
adopted  by  all  branches  of  the  United  States 
Government  War  Savings  and  Thrift  Bureaus, 
as  well  as  by  the  Savings  Bank  Section  of  the 
American  Bankers'  Association.  Nobody  will 
agree  with  all  in  that  book.  Mr.  Hall  says,  "If 
everybody  agreed  with  me,  I  might  as  well  write 
the  multiplication  table." 

But  advertisers  use  it  and  there  is  hardly  a 
newspaper  now  that  does  not  reprint  some  of  its 
wise  and  witty  sayings,  generally  without  credit; 
the  author  says  he  does  not  care,  because  a  great 
teacher  once  said  to  him,  "I  never  feel  that  my 
pupils  really  know  what  I  teach  them  till  they 
tell  it  to  me  as  a  brand-new  discovery  of  their 
own." 

Well,  get  the  book.  The  American  Bankers' 
Association,  5  Nassau  Street,  New  York,  will 
send  it  to  you  for  a  dollar  and  if  you  don't  think 
it  is  worth  it,  the  author  will  refund  your  dollar. 
Or,  get  it  from  the  public  libraries,  nearly  all  of 
them  have  it.  At  least  it  will  show  you  the  dif- 
ference between  "stingeing"  money  and  making 
money.  The  great  thought  that  needs  to  be  put 
over  with  the  American  people  now  is  the  service 
in  saving  for  social  advancement. 

The  Bond  Market. 


The  improvement  in  the  demand  for  invest- 
ment securities,  noticed  in  the  closing  days  of 
June,  continued  throughout  the  month  of  July.  A 
large  number  of  new  issues  were  offered,  which 
included  several  important  industrial  and  for- 
eign government  issues.  While  the  latter  were 
large,  ranging  in  amounts  from  $20,000,000  to 
$60,000,000,  they  were  absorbed  within  a  day 
or  two  of  the  announcements  of  the  offerings, 
and  during  the  month  have  advanced  from  one 
to  three  points  over  the  original  offering  prices. 
This  general  improvement  in  the  demand  for 
investment  securities  was  further  reflected  in  an 
advance  in  the  prices  of  bonds  recently  publicly 
offered,  particularly  the  railroad  note  and  equip- 
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ment  issues,  most  of  which  are  now  quoted  sub- 
stantially higher  than  the  original  offering  prices. 
It  is  reported  that  the  present  activity  was  par- 
ticularly directed  to  securities  bearing  a  high 
coupon  rate,  although  there  was  also  consid- 
erable improvement  in  the  demand  for  some 
of  the  old  high-grade  issues. 

The  feeling  among  investment  houses  gen- 
erally seems  to  be  optimistic  regarding  a  con- 
tinuance of  the  improvement  in  the  investment 
market. 

Ooverament  and  Municipal  Bonds. 

True  to  predictions,  the  Liberty  Bond  mar- 
ket began  to  show  an  improvement  the  latter 
part  of  June  and  this  condition  continued  at 
slightly  increasing  prices  until  the  latter  part 
of  July.  In  addition  to  the  2J/2%  cumulative 
sinking  fund  which  became  operative  on  July 
1  there  was  evidence  of  good  investment  buy- 
ing by  individuals  and  savings  banks. 

During  the  latter  part  of  the  month  there 
were  indications  of  liquidation,  particularly  in 
the  Fourth  4J^s,  which  was  attributed  to  the 
fact  that  a  good  many  holders  of  these  bonds 
have  grown  weary  of  paying  the  high  money 
rates  necessary  to  carry  their  securities  in  loan 
accounts  and  accordingly  disposed  of  them 
rather  than  renew  their  loans  beyond  the 
last  ninety-day  loaning  period,  which  expired 
on  July  19.  In  consequence,  the  deman(f 
seemed  to  be  somewhat  satisfied,  and  with  the 
exception  of  the  Victory  4j4s  there  was  a 
slight  sagging  of  prices. 

There  was  considerable  improvement  in  the 
demand  for  old  United  States  Government  2s 
and  4s,  which  are  eligibe  for  deposit  to  secure 
circulation  by  reason  of  the  desire  of  some  na- 
tional banks  to  obtain  new  currency  to  move 
early  crops.  During  the  month  the  Treasury 
Department  announced  two  new  series  of 
Certificates  of  Indebtedness  aggregating  $200,- 
000,000,  bearing  interest  at  the  rate  of  5}i%, 
dated  July  15  and  maturing  in  series  on  Jan- 
uary 15,  1921  and  March  15,  1921.  The  latter 
are  acceptable  in  payment  of  taxes. 

From  the  foregoing  it  will  be  seen  that  the 
rate  of  interest  has  been  reduced  J4  of  1%. 
the  last  certificates  having  been  issued  at  the 
rate  of  &%  per  annum. 

!  There  was  a  further  development  in  the  de- 
mand for  municipals,  particularly  for  long- 
term  bonds  of  the  larger  municipalities.  Al- 
most without  exception  the  recent  new  issues 
have  sold  readily  at  higher  levels.  The  larger 
issues  offered  during  the  last  month  include : 

$1,170,000  Columbus.  Ohio.  School  DIbI.  18H-yr.  Aver- 
age 68  on  a  6H%  basis. 

600,000  State  of  Delaware  40-yr.  4Hs,  to  yield 
6.20%. 

796,000  Hudson  County,  N.  J.,  B-yr.  68,  to  yield 
B.«B%. 

900,000  City  of  Cleveland,  Ohio,  60-yr.  BVis.  to  yield 
6.30%. 


968.000  City  of  Cleveland,  Ohio.  6%%  Bonds,  ma- 
turing serially — 1940-49  maturities  to  yield 
6.36%:    1950-70  maturities   to  yield   5.30%. 
4.000,000  City  of  Philadelphia,  Fa..  20-yr.  6b,  at  lOlU. 

to  yield  4.90%. 
1.500,000  State  of  Oregon  15-yr.  Aver.  4Hb,  at  prices 
to  yield  from  6.30%  to  5.60%. 
12,000,000  State  of  Pennsylvania  3-yr.  4Hs,  which  were 
sold    to   banking   institutions   at    par    but 
apparently  have  not  as  yet  been  re-ofterod 
to  the  public. 
975,000  Berks  County,  Pa.,  6%  tax-free  bonds,  at 
par. 

The  significant  feature  in  regard  to  the 
above-mentioned  Cleveland  bonds  is  the  fact 
that  they  are  reported  as  being  a  part  of  a  lot 
of  $3,670,000  5J^s  which  failed  to  attract  a  sin- 
gle bid  at  public  offering  on  June  14. 

Canadian  municipals  were  fairly  active,  and 
during  the  month  the  Province  of  British  Co- 
lumbia sold  $1,500,000  5-year  6s  to  dealers  in 
this  country  for  re-offering  at  a  price  to  yield 
about  7^%. 

Foreign  Qovemment  Issues. 

During  the  first  part  of  the  month  a  much 
better  demand  developed  for  foreign  govern- 
ment securities,  and  still  further  activity  was 
stimulated  by  the  overwhelming  success  of 
the  $25,000,000  Swiss  Government  20-year  8% 
bonds  which  were  offered  on  July  13  at  par. 
The  second  day  -.fter  the  announcement  of  the 
issue  sales  were  reported  at  over  the  original 
offering  price,  and  later  the  bonds  sold  as  high 
as  103^. 

Belgian  7j4s  sold  up  to  101,  as  compared 
with  the  original  offering  price  of  9754- 

It  is  believed  that  the  wide  distribution  of 
the  Swiss  bonds  and  the  recent  general  im- 
provement reflected  in  other  foreign  issues 
will  create  a  much  more  favorable  attitude  to- 
ward bonds  of  this  class  than  has  existed  re- 
cently. 

Railroad,  Corporate  and  Public  Utility  Issues. 

Railroad  financing  was  conspicuous  by  its 
absence,  which  was  accounted  for  by  the  fact 
that  it  was  understood  that  most  of  the  larger 
and  pressing  railroad  requirements  were  taken 
care  of  before  the  first  of  July,  in  order  to 
avoid  the  delay  and  inconvenience  of  submit- 
ting the  new  railroad  issues  to  the  Interstate 
Commerce  Commission  for  their  approval, 
which  became  necessary  when  the  new  law 
went  into  effect  on  June  27.  The  uncertainty  of 
the  decision  of  the  Railroad  Labor  Board  on 
the  wage  increase  and  the  decision  of  the  In- 
terstate Commerce  Commission  on  the  in- 
crease in  freight  rates  may  also  have  had  some 
bearing  on  the  lack  of  railroad  financinjj  dur- 
ing July.  Practically  the  only  important  of- 
fering during  the  month  was  the  $1,500,000 
St.  Paul  Union  Depot  3J^-year  7%  notes  at 
98j^,  to  yield  7j/$%.  It  was  reported  that  this 
issue  was  quickly  absorbed,  and  the  demand 
for  railroad  securities  extended  to  other  recent 


14 


» 


issues  bearing  high  coupon  rates.  Louisville 
&  Nashville  7%  notes  sold  up  to  10i;4  and 
Pennsylvania  Railroad  10-year  Secured  7s  sold 
up  to  103,  and  practically  all  the  recent  7% 
equipment  issues  were  in  demand  at  prices 
substantially  over  the  original  offering  level. 

The  market  for  corporate  issues  probably 
showed  the  greatest  amount  of  activity,  the  out- 
standing feature  being  the  quick  absorption 
of  the  new  $60,000,000  Armour  &  Company  10- 
year  Convertible  7s  at  94.84,to  yield  7^% 
within  two  days  of  the  original  offering.  It  is 
understood  that  small  sales  predominated,  in- 
dicating that  the  issue  has  been  widely  dis- 
tributed, which  distribution  is  further  evi- 
denced by  the  fact  that  the  market  advanced 
immediately  and  the  bonds  at  the  close  of  the 
month  are  in  demand  around  95}^. 

The  Arniour  offering  was  closely  followed 
by  $20,000,000  United  States  Rubber  Company 
10-year  tyis  at  dS%,  to  yield  7^%.  This  of- 
fering was  also  exceptionally  well  received  and 
the  issue  was  oversubscribed  at  3  o'clock  on 
the  day  of  the  announcement  of  the  offering, 
at  which  time  the  subscription  books  were 
closed. 

Some  of  the  other  larger  issues  during  the 
month  include: 

18,000,000  Utah-Idaho  Sugar  Co.  1st  Mtge.   Serial  78. 

to  yield  7%%. 
1.800,000  Carbon  Steel  Co.  7%%  Serial  Notes,  to  yield 

8.107c,. 
3,000,000  West  Boylston  Mfg.  Co.  8%  preferred  stock, 

at  par. 
1,500,000  American    Home   Furnishers    Co.    8%    pre- 
ferred stocli,  to  yield  8.20%. 
1,500,000  Lucey  Mfg.   Co.  lO-yr.  8%   Conv.  Notes,   to 

yield  8.30%. 
1,500,000  St.   Louis  Coke   &   Chemical   Co.   8%   serial 

Ist  mtge.  notes,  to  yield  8%.  * 

1,000,000  EMison  Electric  Appliance  Co.  Ist  mtge.  8- 

yr.  7s,'  to  yield  7.75%. 
10,000,000  Pan-American   Petroleum   &   Transport  Co. 

Ist   Hen    10-yr.  Conv.   7s  at   94%,   to  yield 

7.807o. 
1.000,000  China    Mail    Steamship    Co.    Ist   mtge.    8% 

serial  gold  bonds,  to  yield  8%.  ,.  ■ 

2,000,000  8.  S.  White  Dental  Mfg.  Co.  10-yr.  8%  gold 

notes,  to  yield  8%. 

The  revival  of  interest  in  public  utility  se- 
curities which  was  noticeable  in  June  con- 
tinued throughout  this  month  as  a  result,  ap- 
parently, of  investors  coming  to  a  realization 
of  the  many  existing  opportunities  to  obtain 
most  liberal  yields  on  the  best  grade  securities 
of  this  class.  A  number  of  important  issues 
have  been  placed  on  the  market  during  the 
month,  and  it  is  reported  that  they  have  been 
very  well  received.  In  some  cases  they  have 
been  all  sold  within  a  few  days  of  the  an- 


nouncement of  the  offering.    The  following  list 
comprises  some  of  the  larger  issues: 

$1,500,000  Chicago    North    Shore    &    Milwaukee    K.R. 

10-yr.  7s  at  92,  to  yield  8.20%. 
4,000,000  Middle  Western  Utilities  Co.  Prior  Lien  7% 

stock  at  90,  to  yield  7.80%. 
1,000,000  United     Electric     Light     Co.      (Sprlngfleld, 

Mass.),  10-yr.  7s  at  96.53,  to  yield  TA7o- 
3,500,000  Louisville  Gas  &  Elcc.  Co.  2H-yr.  8%  notes, 

at  99,  to  yield  8.45%. 
8,000,000  Duquesne  Light  Co.  1st  mtge.  &  coll.  trust 

7s,  due  July  1,  1949,  at  85,  to  yield  7.25%. 
1,700,000  Utica    Gas    &    Elec.    Co.    5-yr.    genl.    mtge. 

714s,  at  98,  to  yield  8%. 
3,000,000  West    Penn   Power    Co.    1st    mtge.    7s,    duo 

Mar.  1,  1946,  at  94%,  to  yield  7.50%. 
1,600,000  Benjamin  Electric  Mfg.  Co.  Serial  8%  gold 

notes,  at  par. 

The  combined  average  of  40  active  corpora- 
tion issues,  as  reported  by  the  Wall  Street 
Journal  on  July  24,  was  73.88,  compared  with 
72.87  on  June  24,  and  84.49  on  July  24,  1919. 

Discount  Rates. 

Rates  on  paper  discounted  for  member  bonis  appro'ved  by 
the  federal  Reserve  Board  and  in  effect  July  26,  1920. 


Federal  Rescn-e 
Bmks 


DiscoQDtrd  bills 

maturioi:  within  90 

daya  (Includlne 

membei  banks'  1  S-day 

collateral  notes) 

secured  by 


Treasviry 
certtficatei  of 
indebtedness 


Liberty 

bonds 

and 

Victory 
notes 


s  i 

a  a 


fi.s 

n 
n 

HE 


Discounted  bills 

dccured  otherwise  than 

by  Government  war 

cbltcations,  also 

unsecured,  matu'iuc 

within 


90  days 
(includinc 
member 
banks* 
lS.day 
collateral 
nctcs) 


91  to  180 
days  (acri 
cultural 
and  live- 
stock 
paper) 


Boston    

New  York  

Philadelphia.... 

Cleveland   

Richmond   

Atlanta  

Chicago   _ 

St.   Louis  

Minneapolis    .. 
Kansas   City.... 

Dallas    

San   Francisco 


♦6 

♦6 
♦6 
♦6 

*6 
*6 
*6 


6 
6 

5^ 

6 

5% 

6 

5^ 

6 

S/. 

5^ 

6 


6 

5^ 
5'/. 
6 

6 

6 

S/. 
6 


7 
7 
6 

IVa 

o 

6 

7 

6 

6V:: 

6 

6 
6 


♦  Discount  rate  corresponds  to  interest  rate  borne 
by  certificates  pledged  as  collateral,  with  minimum 
of  S  per  cent  in  the  case  of  Philadelphia,  Atlanta, 
Kansas  City  and  Dallas,  and  5^  per  cent  in  the  case 
of  Richmond,  Chicago  and  San  Francifco. 

tS^  per  cent  on  paper  secured  by  S%  per  cent 
Certificates,  and  5  per  cent  on  paper  secured  by  A^ 
and  5  per  cent  certilicates. 

Note. — Rates  shown  for  Atlanta,  St.  Louis,  Kansas 
City,  and  Dallas  are  normal  rates,  applying  to  dis- 
counts not  in  excess  of  basic  lines  fixed  for  each 
member  bank  by  the  Federal  Reserve  Bank.  Rates 
on  -discounts  in  excess  of  the  basic  line  are  subject 
to  a  J^  per  cent  progressive  increase  for  each  25  per 
cent  by  which  the  amount  of  accommodation  ex- 
tended exceeds  the  basic  line. 
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One  Man  cannot  move 
a  Mountain 

No  longer  does  one  man  finance  a  great 
enterprise — thousands  of  investors 
full  together  with  their  money  and  con- 
fidence. 

It  is  the  business  of  the  National  Gty 
Company,  through  its  more  than  fifty 
offices  in  leading  dtics,  its  trained  repre- 
sentatives, and  by  correspondence,  to  bring 
the  investor  and  investment  opportunities 
together  quickly  and  conveniently. 

A  large  number  of  attractive  offerings 
appear  on  our  current  purcliase  sheet. 
Send  for  B.  1 36. 

The  National  City  Company 

National  City  Bank  Building,  New  York 


Fadls  for 

CAREFUL  INVESTORS 

OUR  book  "  Men  and 
Bonds,"  giving  in- 
formation on  trc  follow- 
ing subjects  will  be  sent 
gladly  on  request. 

VCTiy  we  handle  only  carefully 
investigated  investment  se- 

cuiities. 

The  wisdom  of  purchasing 
securities  from.  .1  Company 
large  enough  to  maintain 
far-rcadung  investigation 
service. 

The  importance  of  buying  in- 
vestment securities  from  a 
house  with  over  50  offices 
and  international  connec- 
tions and  service. 

Why  the  careful  investor  se- 
lects securities  from  a  broad 
range  of  offerings. 

How  10,000  mMcs  of  National 
City  Company's  private 
wires  keep  our  omccs  in 
leading  investment  centers 
of  the  country  in  constant 
touch  with  our  New  York 
headquarters. 

Your  advantage  in  dealing 
with  .1  Conipany  whose  rep- 
resentatives talk  with  an 
average  of  3,000  banks  a 
day. 

Why  these  sales  representa- 
tives a-c  especially  qualified 
to  helpfully  discuss  your  in- 
dividual i:ivestment  needs. 

For  a  copy  of  thb  book, 
address  our  New  York 
office,  asking  for  B.  139. 
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General  Business  Condirions. 

THE  general  business  situation  in  our 
opinion  has  been  developing  in  a  satis- 
factory manner  during  the  past  month, 
although  this  does  not  mean  that  pres- 
ent conditions  are  all  that  could  be  de- 
sired. It  means  that  the  general  trend  is  toward 
normal  and  permanent  conditions,  and  that  ex- 
isting disorders  are  no  greater  than  might  be  ex- 
pected in  accomplishing  the  adjustments  that  are 
necessary.  The  crops  are  fine,  which  is  a  good 
foundation  for  domestic  business  and  for  inter- 
national relations.  The  railroad  situation  has 
improved  decidedly  during  the  past  month,  and 
although  far  from  satisfactory  gives  promise  of 
gradual  betterment.  There  is  a  better  feeling  in 
banking  circles  as  to  the  credit  situation,  although 
money  will  remain  tight.  The  recession  of  in- 
dustrial activity  which  is  under  way  is  not  severe 
enough  to  be  alarming,  but  is  incidental  to  finding> 
a  lower  level  of  prices.  The  abundant  crops 
have  accomplished  a  general  price  reduction  in 
foodstuflFs  and  the  raw  materials  of  clothing.  With 
the  exception  of  sugar,  which  has  declined  about 
10  cents  per  pound  in  the  last  two  months,  the 
important  food  staples  are  either  as  low  as  or 
lower  than  a  year  ago.  Meat  products  are  lower, 
flour  and  vegetables  about  the  same,  fruits  lower, 
coffee  less  than  one-half  the  price  of  a  year  ago. 
Raw  cotton  has  declined  about  10  cents  per 
pound  in  the  last  two  months,  wool  even  more, 
hides  and  leather  more,  raw  silk  about  70  per 
cent  in  six  months.  The  markets  for  textile  goods 
have  been  paralyzed  by  these  declines  in  raw 
materials,  but  declines  have  taken  place  in  many 
important  staples. 

Over  the  industrial  field  the  general  trend  of 
prices  is  downward,  and  the  pressure  is  slacken- 
ing, with  an  increase  of  unemployment.  An 
abundance  of  labor  was  available  for  the  harvest, 
and  it  is  probable  that  some  of  the  labor  which 
has  been  attracted  from  the  farms  during  the 
last  five  years  will  now  return  and  remain.  The 
period  of  acute  scarcity  both  for  goods  and  for 
labor  appears  to  be  over  and  a  competitive  situa- 
tion is  developing.  It  is  well  that  there  shall  be 
general  recognition  of  the  fact  that  the  upward 
movement  has  run  its  course  and  that  further 
wage  and  price  advances  are  untimely. 
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New  York,  September,  1920. 

Prolonged  Depression  Improbable. 

It  does  not  necessarily  follow,  however,  that 
the  very  pessimistic  prognostications  are  justified. 
It  was  a  mistake  when  the  war  ended  to  think  that 
an  immediate  readjustment  upon  a  lower  level  of 
values  would  be  effected ;  there  was  a  great  short- 
age of  goods  and  a  backed  up  demand  for  labor 
wliich  promptly  absorbed  all  that  was  released 
from  the  armies  and  war  industries.  Hence  the 
quick  revival  of  business  and  the  rise  of  wages 
and  prices  in  1919.  That  situation  was  as  ab- 
normal and  as  temporary  in  character  as  the  in- 
dustrial situation  of  the  war  time.  Numerous 
signs  of  relaxation  are  now  appearing,  but  it  is 
likely  to  prove  as  great  a  mistake  now  as  in  the 
early  months  of  1919  to  think  that  a  period  of 
general  and  prolonged  depression  is  at  hand. 
There  still  is  a  great  amount  of  work  in  arrears, 
and  an  imperative  need  for  construction  work  and 
for  the  production  of  goods  to  satisfy  the  wants 
of  our  people  as  well  as  of  the  rest  of  the  world. 

As  in  the  case  of  house-building,  this  work 
may  be  checked  by  the  rising  costs  but  that  only 
means  that  costs  must  come  down,  with  the  as- 
surance that  as  they  decline  activity  will  revive. 

There  is  a  slackening  in  the  demand  for  our 
products  abroad  and  an  increase  in  our  own  im- 
portations, both  of  which  changes  have  an  in- 
fluence for  lower  prices  in  our  markets. 

This  downward  movement  is  naturally  resisted 
in  many  quarters,  as  various  interests  struggle  to 
entrench  themselves,  but  in  the  long  run  all  will 
do  better  to  show  a  spirit  of  cooperation  in  find- 
ing the  new  level  to  which  the  economic  forces 
are  tending.  It  must  be  remembered  that  the 
highest  prosperity  for  every  interest  is  to  be 
found  in  a  state  of  balanced  industry,  in  which 
everybody  is  employed  and  buying  freely  of  the 
products  of  others.  Idleness  anywhere  in  the 
industrial  circle  affects  everybody  in  that  circle 
unfavorably,  and  full  employment  everywhere 
means  that  products  must  be  e.xchangeable  on  the 
normal,  accustomed,  basis.  If  one  class  of  prod- 
ucts falls,  the  producers  of  that  group  will  be  able 
to  buy  less  of  the  products  of  others  unless  the 
latter  come  down  also.  The  resolution  of  this 
or  that  group  as  to  what  they  will  have  for  their 
services  amount  to  little  when  the  buying  power 
of  the  other  groups  decline.    A  wage-earner  who 
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is  working  only  half  the  time  at  the  old  rate  may 
assure  himself  for  a  while  that  his  wages  have 
not  been  reduced,  but  tlie  truth  will  eventually 
find  its  way  home. 

The  Industrial  Situatton. 

In  the  textiles  the  price  situation  remains  un- 
settled, with  business  between  producers  and  mid- 
dlemen to  a  great  extent  in  a  state  of  suspension, 
particularly  in  woolen  goods.  The  woolen  mills 
are  generally  idle,  and  but  little  raw  wool  is 
changing  hands.  Recent  government  auctions  in 
England  indicate  that  the  better  grades  of  wool 
are  fairly  well  maintained  in  price,  but  the  mar- 
kets everywhere  are  overloaded  with  the  lower 
grades.  In  woolen  goods  as  in -meats  and  other 
things  the  buying  public  is  wanting  the  best. 

Th.e  cotton  goods  mills  have  been  generally 
shut  down  for  vacations  or  running  on  part  time 
during  the  past  month,  but  there  is  a  hopeful  feel- 
ing about  rcacliing  a  basis  upon  which  produc- 
tion may  go  on.  1  he  trade  has  been  buying  from 
hand  to  mouth  and  the  lowest  prices  have  been 
made  for  goods  outside  of  producers'  hands.  The 
mill  companies  have  not  proposed  any  reduction 
of  wage  rates,  and  aside  from  the  decline  which 
has  taken  place  in  the  raw  material  say  that  costs 
are  higher  than  ever.  They  are  expecting  to  ac- 
cept a  reduction  of  profits,  but  believe  that  mid- 
dlemen's stocks  are  not  large  and  that  there  will 
be  a  revival  of  business  in  the  near  future.  We 
incline  to  the  opinion  tliat  the  goods  w-il[  he 
wanted,  and  that  a  compromise  of  opinions 
upon  prices  will  be  reached.  The  decline  in  the 
price  of  raw  cotton,  which  is  arousing  a  general 
protest  in  the  .Southern  States,  is  due  in  part  to 
the  improved  outlook  for  the  growing  crop  but 
even  more  to  the  dull  condition  of  the  cotton 
goods  market  all  over  the  world.  No  doubt  the 
world  needs  all  the  cotton  that  America  can  grow, 
but  unfortunately  the  buying  power  of  a  large 
part  of  the  world's  population  is  very  low.  In 
the  case  of  both  wool  and  cotton  the  only  remedy 
for  sellers  is  in  keeping  their  product  until  bet- 
ter conditions  develop  in  the  trade. 

The  underwear  trade  is  in  a  quandary  about 
prices  upon  goods  for  next  spring  delivery.  How 
great  has  been  the  rise  in  cotton  goods  during 
the  past  year  is  illustrated  by  the  fact  that  al- 
though cotton  yarns  have  declined  about  33  1/3 
per  cent  in  recent  weeks  manufacturers  say  that 
they  arc  still  about  100  per  cent  above  the  prices 
of  a  year  ago,  and  with  the  wage  advances  of  the 
past  year  they  assert  that  they  cannot  make  knit 
goods  without  prices  considerably  higher  than 
those  of  the  last  year. 

The  shoe  industry  is  suffering  from  the  general 
inclination  of  buyers  to  hold  off  for  lower  prices. 
Hides  and  leather  have  had  a  decline  which  has 
put  prices  down  to  about  what  they  were  in  1916. 
Dealers  are  afraid  to  order  normal  .stocks  until 
.satisfied  that  they  have  been  given  the  benefit  of 
these  retluctions,  but  here  also  the  manufacturer 


puts  in  his  claim  that  the  raw  material  is  a  small 
factor  in  his  costs,  and  that  labor,  the  chief  item, 
is  higher  than  a  year  ago. 

General  trade  reports  are  good,  particularly 
from  the  interior,  where  the  good  crops  have 
inspired  confidence  that  another  year  of  good 
business  is  assured.  Exports  of  wheat  since  July 
1st  have  been  nmning  far  ahead  of  the  corre- 
sponding weeks  of  last  year,  indicating  that  the 
foreign  demand  will  readily  take  this  country's 
surplus.  Foreign  wheat  yields  are  turning  out 
not  quite  so  good  as  predicted  a  few  weeks  ago. 

The  Money  Market. 

The  money  market  apparently  has  undergone 
but  little  change  in  the  last  two  months.  Interest 
rates  have  been  about  the  same  and  the  policy  of 
restriction  to  essential  uses  has  been  consistently 
pursued.  The  condition  of  the  Federal  Reserve 
bauics  has  shown  but  little  change.  On  June  4, 
the  total  earning  assets  of  the  twelve  banks  was 
$3,276,626,000;  on  July  2,  $3,271,579,000;  on 
July  30,  $3,162,315,000,  and  on  August  27.  $3,- 
289,672,000.  The  member  banks  reporting  to 
the  Federal  Reserve  Board  showed  a  total  of  all 
loans  and  investments,  including  re-discounts  of 
$17,081,737,000  on  June  4,  $16,928,893,000  on 
July  3,  $16,883,715,000  on  July  30  and  $16,882,- 
540,000  on  August  20.  Evidently  the  liquidation 
which  bankers  hoiked  for  during  the  summer 
months  has  not  been  accomplished,  and  the  crop- 
moving  season  is  now  fairly  on. 

The  old-crop  wheat  has  been  pretty  well  cleared 
out  of  the  southwest  and  northwest,  but  a  good 
amount  of  corn  remains  in  farmers'  hands  in  the 
middle  west.  Such  bank  liquidation  as  has  been 
accomplished  has  been  offset  by  new  demands, 
and  it  remains  to  be  seen  whether  the  crop  move- 
ment can  be  effected  with  the  amount  of  credit 
already  so  employed. 

A  considerable  degree  of  liquidation  has  taken 
place  in  merchandise  stocks  in  the  last  three 
months,  and  the  fact  that  loans  are  practically 
unaffected  indicates  not  only  that  the  volume  of 
business  in  the  aggregate  is  still  heavy  but  that 
the  banks  are  carrying  an  unusual  amount  of 
loans  which  represent  capital  investments.  The 
pressure  for  greater  facilities  in  all  lines  of  busi- 
ness has  resulted  in  the  use  of  earnings  and  credit 
to  finance  expansion,  and  it  will  take  time  to  free 
t!ie  banks  of  these  commitments. 

The  feeling  in  banking  circles  is  more  settled 
and  confident  because  of  a  belief  that  the  spiral 
movement  of  wages  and  prices  has  been  checked, 
and  that  this  being  true  the  situation  is  in  the  way 
of  working  itself  out.  When  the  people  of  this 
country  really  set  themselves  to  the  task  of  pay- 
ing their  debts  they  are  certain  to  accompli.sb 
something,  and  nothing  will  help  them  to  that 
resolution  like  falling  prices. 

Nevertheless,  it  is  probable  that  the  present 
deadlock  over  prices  will  be  adjusted  early 
enough  to  permit  a  large  volume  of  fall  business 


to  be  done,  and  unless  the  new  price  level  is 
lower  than  now  seems  likely  this  trade  will 
require  some  expansion  of  bank  credit.  The 
bankers  expect  to  supply  the  credit  that  is  neces- 
sary to  enable  business  to  be  done,  but  if  loans 
go  up  sound  banking  policy  will  require  that  in- 
terest rates  go  up.  It  is  not  clear  why  all  of 
the  re-serve  banks  have  not  put  the  7  per  cent 
rate  into  eflfect. 

The  French  and  Argentine  gold  will  help  to 
sustain  the  reserve  percentage,  but  it  is  more  im- 
portant to  keep  down  loans  than  it  is  to  keep  up 
the  reserves. 

Prices,  Wages,  and  The  Economic  Law. 

At  this  time,  when  the  industries  and  exchanges 
of  the  whole  world  are  out  of  balance,  and  there 
is  great  need  for  patience  and  cooperation 
among  all  classes,  ill-feeling  is  constantly  stimu- 
lated by  hasty  and  uninformed  comment.  People 
write  and  talk  loosely,  often  without  knowl- 
edge of  the  facts  they  discuss  and  .still  more 
often  without  intelligent  comprehension  of  the 
economic  laws  which  are  involved.  The  natural 
economic  law  is  always  working  to  restore  nor- 
mal conditions,  but  time  is  required  for  its  oper- 
ations, and  meanwhile  the  impatient  people  are 
wanting  to  adopt  arbitrary  and  punitive  measures, 
which  usually  have  all  sorts  of  results  not  antici- 
pated and  which  interfere  with  the  natural  pro- 
cesses of  recovery. 

One  of  the  common  fallacies  is  the  theory  th.lt 
sellers  can  make  any  prices  they  please,  and  are 
wholly  responsible  for  prices,  buyers  occupying 
simply  a  pas.sive  position.  We  have  an  example  of 
this  theory  in  the  presumption  that  the  increase  of 
freight  charges  will  be  multiplied  several  times  over 
as  passed  on  to  the  consumers  of  products.  Manu- 
facturing and  trading  would  be  amazingly  easy 
if  business  men  could  have  things  so  much  their 
own  way,  but  experience  has  shown  that  under 
ordinary  conditions  costs  and  expenses  must  be 
watched  closely  to  enable  a  business  to  keep  a 
margin  on  the  right  side.  In  time  of  scarcity,  goods 
will  bring  high  prices,  in  conformity  with  the 
law  of  supply  and  demand  and  regardless  of  costs. 
Prices  depend  primarily  upon  the  relation  be- 
tween supply  and  demand.  Cost  is  a  factor,  as 
fixing  a  limit  below  which  they  will  not  be  long 
maintained,  because  the  supply  will  fall  off.  Hun- 
dreds of  producers  sell  their  goods  in  common 
markets  at  substantially  the  same  prices,  although 
their  costs  may  vary  much  more  than  the  freight 
charges  which  enter  into  them.  Freight  charges 
are  a  common  influence  and  undoubtedly  a  factor 
in  prices,  but  prices  are  the  result  of  all  market 
conditions  while  freight  charges  are  a  minor  fac- 
tor. The  efficiency  of  railway  service  is  a  much 
more  im[X)rtant  element  in  prices  than  the  freight 
charges. 


Responsibility  of  Buyers. 

The  responsibility  of  buyers  for  prices  has 
appeared  clearly  in  recent  weeks  in  the  cost  of 
coal.  The  reserves  of  coal  have  not  been  made 
good  since  the  strike  of  last  fall,  and  large  con- 
sumers, operating  from  hand  to  mouth  or  forced 
to  curtail,  have  been  eager  to  accumulate  stocks. 
The  bulk  of  the  coal  has  been  sold  under  long- 
term  contracts  and  at  moderate  prices,  but  the 
effect  of  short  supplies  has  been  exaggerated  by 
consumers  who  duplicate  orders  and  send  repre- 
sentatives into  the  coal  fields  to  buy  up  the  free 
supplies.  They  have  created  a  competitive  situa- 
tion by  trying  to  get  coal  away  from  each  other. 
Coal  has  a  greater  value  to  some  consumers  than 
to  others,  and  when  there  is  not  enough  for  all 
the  free  supplies  tend  to  go  to  the  buyers  who 
will  pay  the  most  for  it. 

Prices  inevitably  go  up  under  such  conditions, 
and  there  is  more  practical  sense  in  recognizing 
the  tendency  as  due  to  economic  law  than  in 
denouncing  the  sellers  as  profiteers.  It  is  better 
to  recognize  that  the  economic  law  in  the  long 
run  provides  the  most  effective  protection  to  con- 
sumers than  to  try  to  set  up  a  vague  standard 
which  cannot  be  interpreted  or  applied  with  any 
degree  of  certainty,  and  therefore  affords  no  pro- 
tection at  all.  There  is  no  better  regulation  for 
prices  than  competitive  public  bidding  in  an  open 
unmanipulated  market  where  the  full  supply  is 
being  freely  sold. 

The  real  difficulty  is  not  that  coal  producers 
are  putting  up  prices,  but  that  the  aggregate  dis- 
tribution of  coal  is  insufficient  to  supply  all  de- 
mands. Somebody's  supply  must  be  curtailed, 
and  the  consumers  determine  among  themselves 
by  competitive  bidding  whose  it  shall  be.  It 
is  not  a  satisfactory  situation,  but  it  cannot  be 
shown  that  this  is  not  as  good  a  method  of  dis- 
tribution under  the  circumstances  as  any  other. 

The  Sug;ar  Situation. 

There  has  been  as  much  talk  about  profiteer- 
ing in  sugar  as  upon  any  other  feature  of  the 
high  prices.  Writers  have  called  attention  to 
the  fact  that  the  total  imjwrts  of  sugar  into  the 
United  States  during  the  past  year  were  greater 
than  ever  before,  as  proof  that  no  shortage  of 
sugar  existed  and  that  the  market  was  manipu- 
lated, but  it  proves  nothing  of  the  kind.  It 
simply  indicates  that  the  price  was  high  enough 
to  bring  .sugar  here  from  all  parts  of  the  world; 
we  outbid  other  countries  for  it  and  got  it,  and 
probably  would  not  have  obtained  it  at  a  lower 
price.  The  world's  crop  was  short,  but  we  have 
taken  more  than  our  share,  and  naturally  had 
to  pay  high  for  it.  Other  peoples  who  have  al- 
ways used  less  sugar  per  head  than  ourselves  have 
used  still  less  this  year  in  order  that  we  might 
have  more. 

The  sugar  situation  illustrates  very  well  how 
speculation  which  goes  beyond  proper  provision 
for  the  future  defeats  itself.     If  the  price  had 


been  raised  early  in  the  year  just  enough  to  equal- 
ize consumption  and  supply  until  the  new  crop 
was  available,  the  effect  would  have  been  advan- 
tageous alike  to  all  parties  concerned,  but  the 
idea  became  prevalent  that  sugar  might  become 
unobtainable  except  at  prohibitive  prices.  Not  to 
speak  of  people  who  buy  for  the  purpose  of  hold- 
ing a  commodity  off  the  market,  but  only  of  those 
who  buy  in  anticipation  of  their  own  needs,  the 
prospect  of  scarcity  and  higher  prices  always 
stimulates  the  demand.  Householders  and  large 
consumers  bought  more  freely  than  usual,  and 
doubtless  dealers  in  many  instances  anticipated 
the  wants  of  tlicir  trade.  It  is  the  business  of  a 
dealer  to  take  care  of  his  customers.  His  trade 
in  other  goods  depends  to  some  extent  on  his 
ability  to  supply  sugar.  Besides  this  class  of  buy- 
ing there  may  have  been  outside  speculation,  but 
it  was  based  upon  the  belief  that  sugar  was  going 
to  be  scarce  and  higher. 

There  v/as  competition  for  sugar,  a  skurrying 
here  and  there  to  find  it,  with  price  a  secondary 
consideration.  Of  course  I'.ie  price  went  up,  not 
because  of  unfair  or  improper  action  on  the  part 
of  sellers  but  mainly  because  buyers  were  bound 
to  have  what  sugar  they  wanted  for  themselves 
whether  anybody  else  had  sugar  or  not. 

The  apprehensions  as  to  scarcity  did  not  take 
into  proper  account  the  willingness  of  other  coun- 
tries to  go  without  sugar  if  they  could  sell  it  to  the 
United  States  at  a  high  price;  and  so  it  turned 
out  that  sugar  came  to  us  from  all  parts  of  the 
world  in  such  quantities  that  it  soon  appeared 
probable  that  this  market  had  more  than  it  could 
use.  Then  the  reserve  supplies  began  to  come  on 
the  market,  and  the  price  declined  about  10  cents 
per  pound.  The  hoarders  have  lost  money.  The 
economic  law  has  inflicted  as  real  a  penalty  as 
though  every  offender  of  low  and  high  degree 
had  been  lined  up  in  court  and  fined  according  to 
the  number  of  pounds  of  sugar  he  had  with- 
drawn from  the  market.  With  regard  to  the 
broad  application  of  the  punishment,  and  the 
amount  of  the  penally  inflicted  upon  the  large 
offenders,  the  operations  of  the  attorney-general's 
staff  of  assistants  make  a  poor  showing  in  com- 
parison. 

The  Textile  Industries. 

The  profits  of  the  textile  industries  have  been 
a  subject  of  critical  comment,  much  of  it  of  the 
stereotyped  kind,  based  upon  the  assumption 
that  sellers  are  wholly  responsible  for  prices, 
that  prices  should  be  based  directly  upon  costs, 
which  is  never  the  case  in  any  industry  unless 
there  is  a  guaranteed  profit,  and  that  high 
profits  are  necessarily  a  crime  apainst  the  pub- 
lic. Conditions  in  textiles  have  been  unusually 
favorable  to  profits,  as  the  European  mills  were 
largely  shut  down  and  not  only  the  home 
markets  for  goods  but  the  markets  of  other 
countries  looked  to  the  American  mills.  In 
cotton  goods  they   were  also   favored   by   the 


fact  that  foreign  markets  for  raw  cotton  were 
largely  cut  off.  Here  was  a  situation  in  which 
unless  the  industry  was  under  one  control  and 
the  product  was  apportioned  to  consumers  at 
a  fixed  price  there  was  bound  to  be  a  rise  of 
prices.  There  were  not  enough  goods  to  meet 
the  demand,  and  the  competition  of  consum- 
ers made  the  prices.  An  individual  producer 
cannot  be  expected  under  such  conditions  to 
sell  below  the  market,  and  it  is  not  an  offense 
economically  or  morally,  to  take  the  price 
which  the  economic  situation  gives  him.  No 
one  should  be  asked  to  make  an  ineflfcctual  sac- 
rifice— a  sacrifice  which  does  not  accomplish 
the  purpose  in  view,  and  for  him  to  sell  his 
product  below  the  market  would  not  effect  the 
general  price  level ;  sold  to  dealers  it  probably 
would  effect  no  saving  to  consumers. 

High  Prices  Stimulating  Production. 

The  compensation  to  the  public  for  these 
high  prices  comes  through  another  channel, 
by  the  greater  development  of  the  cotton  goods 
industry,  which  directly  follows.  The  cor- 
respondent of  the  New  York  Journal  of  Com- 
merce, writing  from  Charlotte,  North  Caro- 
lina, one  of  the  centers  of  the  cotton  industry, 
on  April  3,  1920,  and  summing  up  the  new  pro- 
jects announced  in  the  South  in  the  first  three 
months  of  this  year,  said  that  they  exceeded 
in  cost  and  productive  capacity  all  of  the  in- 
stallations of  1919.    The  dispatch  said  in  part : 

About  $40,000,000  will  be  the  amount  required  for 
Investment  to  build,  equip  and  provide  the  community 
necessities  for  the  new  cotton  mills  and  the  enlarge- 
ment o(  established  plants  announced  since  January 
1  throughout  the  cotton  growing  States.  As  stated  by 
recent  dispatches  from  this  city,  the  Southern  center 
of  textile  mill  engineering  and  machinery  representa- 
tion, the  activity  'in  cotton  mill  building  is  unusually 
extensive  and  figures  that  have  been  prepared  during 
the  week  are  of  exceeding  interest  in  this  connection. 

The  $40,000,000  mentioned  will  provide  mills  with  a 
total  of  490.000  spindles  and  17,000  looms,  the  spinning 
machinery  to  represent  $35,000,000  of  that  amount  and 
the  weaving  equipment  to  require  $5,000,000.  The  dol- 
lars, the  spindles  and  the  looms  for  the  first  three 
months  of  1920  exceed  the  corresponding  figures  for 
all  of  1919,  the  looms  exceeding  all  of  last  year's 
loom.s  by  more  than  6,000.  Xorth  Carolina  will  have 
420.000  spindles,  14,000  looms  and  $29,000,000  of  the 
announcements. 

The  construction  of  these  new  mills  is  making 
a  demand  upon  the  labor  market,  first  in  the 
building  material  industry,  then  in  the  machinery- 
building  industry  and  finally  for  a  permanent 
supply  of  workers  to  operate  the  mills.  At  this 
time  the  construction  work  is  limited  only  by  the 
capacity  of  machinery  works  to  turn  out  the 
weaving  and  spinning  machinery,  all  of  the 
makers  being  sold  up  far  ahead.  This  expansion 
of  the  cotton  goods  industry  will  go  on  until  the 
production  of  cotton  goods  catches  up  with  the 
demand  and  profits  are  brouglit  down  to  the  nor- 
mal rate.  There  is  no  other  way  of  restoring  the 
balance  in  the  cotton  goods  industry  than  by  the 
itivcstment  of  more  capital,  and  uie  high  prices 


and  large  profits  are  supplying  the  capital  rapidly, 
whereas  lower  prices  and  smaller  profits  would 
spread  the  development  over  a  longer  time. 

Closing:  of  Mills. 

The  closing  of  textile  mills  and  the  action 
of  some  manufacturers  in  making  sales  under 
a  guaranty  to  protect  customers  against  a  de- 
cline of  prices  have  excited  criticism,  in  some 
instances  by  government  officials  charged 
with  the  task  of  bringing  down  prices.  The 
closing  of  mills  is  something  to  be  deplored, 
but  upon  what  theory  can  a  manufacturer  be 
criticised  for  declining  to  make  goods  which 
the  public  declines  to  buy?  It  is  a  well  known 
fact  that  the  orders  for  cloth  given  some 
months  ago  have  been  to  a  large  extent  can- 
celled because  the  buyers  are  afraid  cither  that 
they  cannot  resell  the  goods  or  that  prices  will 
be  lower,  putting  them  at  a  disadvantage  with 
competitors  who  may  buy  later.  A  want  of 
confidence  in  this  trade  situation  has  devel- 
oped and  something  like  a  dead-lock  exists, 
buyers  hesitating  even  to  make  offers,  from 
fear  that  they  may  be  too  high.  They  have 
preferred  to  wait  for  a  definite  trend.  The 
price  level  is  very  high  as  compared  with  the 
past,  and  nobody  wants  to  own  goods  beyond 
supplies  for  immediate  trade. 

Under  these  conditions  merchants  and  cloth- 
ing manufacturers  exercise  their  discretion  by 
withholding  orders;  labor  organizations  exer- 
cise their  discretion  by  saying  that  they  will 
not  entertain  any  suggestion  to  reduce  wages, 
and  cloth  manufacturers  exercise  their  dis- 
cretion in  declining  to  make  up  goods  without 
orders.  All  of  these  parties  are  within  their 
rights.  They  are  in  disagreement  as  to  the  fu- 
ture of  the  market,  and  nobody — certainly  no 
government  official — is  wise  enough  to  tell 
them  what  the  course  of  the  market  is  going 
to  be,  or  able  to  insure  them  against  loss  in 
following  his  advice. 

Oiuiraiity  of  Prices. 

Meanwhile,  in  .some  instances  buyers  and 
manufacturers  have  come  together  upon  agree- 
ments under  which  the  buyers  place  their  or- 
ders at  given  prices  with  the  proviso  that  if 
market  prices  decline  certain  reductions  shall 
be  granted.  The  buyers  are  relieved  in  part 
or  in  whole  of  the  risk  of  price  declines  and  the 
manufacturer  is  able  to  start  his  machinery. 
There  seems  to  be  no  reason  why  business 
men  should  not  be  permitted  to  adjust  their 
differences  in  this  manner  if  they  can  agree 
to  do  so. 

The  objection  is  made  that  manufacturers,  hav- 
ing guaranteed  prices,  will  be  anxious  to  maintain 
them — an  exaggeration  again  of  the  power  of 
sellers  over  prices.  The  desire  of  manufacturers 
to  maintain  high  prices  is  not  so  influential  upon 
prices  as  the  fact  that  the  mills  are  running.  High 


prices  are  more  likely  to  result  from  Stepping 
production  than  from  any  action  among  manu- 
facturers with  production  continuing. 

It  must  be  remembered  that  the  null  pro- 
prietor is  always  under  strong  pressure  to  con- 
tinue production  if  he  can  do  so  with  any  as- 
surance against  loss,  for  he  suffers  a  heavy 
loss  every  day  his  machinery  is  idle.  Not  only 
is  the  large  investment  earning  nothing,  but 
important  overhead  expenses  must  go  on  and 
the  dispersion  of  a  force  of  experienced  em- 
ployes is  likely  to  be  a  serious  matter.  The 
profits  of  mill  operations  depend  largely  upon 
a  full  and  constant  force. 

The  situation  is  plainly  a  difficult  one,  but 
has  anybody  expected  that  the  task  of  coming 
down  from  these  high  wage  and  price  levels 
would  be  without  difficulty?  It  is  bad  enough 
at  best  but  made  worse  by  refusal  to  take  the 
obvious  explanation  and  by  encouraging  sus- 
picion and  antagonism. 

Past  Profits. 

There  are  critics  who  say  that  as  the  mills 
have  made  large  profits  in  past  years,  they 
should  now  go  on  with  manufacturing,  taking 
the  risk  of  declining  markets.  That  idea  is 
based  on  the  assumption  that  past  profits  are  on 
hand  in  cash.  In  fact,  the  profits  of  the  past 
may  not  be  available  to  meet  losses  in  the  fu- 
ture. If  they  have  been  paid  out  in  dividends 
or  used  in  the  construction  of  new  works,  or 
are  tied  up  in  the  higher  inventories  and  larger 
volume  of  credits  which  the  present  situation 
requires,  they  cannot  be  used  to  [my  operating 
expenses  and  carry  goods.  And  this  describes 
very  generally  the  real  situation. 

The  American  Woolen  Company  is  the  largest 
producer  of  woolen  goods,  and  its  president  was 
recently  indicted  upon  the  charge  of  profiteering, 
but  this  company  has  found  it  necessary  this  year 
to  sell  $20,000,000  of  new  stock  to  provide  itself 
with  needed  working  capital.  It  may  be  added 
that  this  stock  was  offered  to  the  present  share- 
holders at  par,  but  it  is  understood  that  only 
a  small  portion  was  disposed  of  in  this  man- 
ner, the  underwriters  getting  the  major  por- 
tion. The  shares  are  now  selling  in  the  open 
market  at  about  80. 

The  state  of  bank  loans  shows  that  notwith- 
standing the  profits  that  have  been  made  the  busi- 
ness community  is  borrowing  far  more  heavily 
than  at  any  time  in  the  past.  All  financial  au- 
thorities are  agreed  that  the  banks  have  gone 
about  to  the  limit  of  prudence  in  the  creation  of 
credit.  It  would  be  unsafe  and  in  opposition  to 
the  general  interest  for  the  banks  to  go  on  increas- 
ing their  loans  in  order  that  manufacturers  may 
produce  goods  which  cannot  be  sold  at  pre- 
vailing prices,  or  which  they  will  have  to  sell  at  a 
loss.  The  banks  are  custodians  of  the  common 
credit  supply,  and  will  not  knowingly  lend  it  for 
the  production  of  goods  at  a  loss.    It  is  not  in  the 


general  interest  that  credit  shall  be  extended  for 
this  purpose,  or  that  any  capital  which  has 
been  accumulated  shall  be  wasted. 

It  would  be  wasted  if  used  to  support  a 
price  level  so  unnaturally  high  that  the  demand 
for  goods  was  curtailed.  The  market  must  find 
its  normal  level.  We  do  not  say  where  that 
level  is,  nobody  knows;  the  public  determines 
that  by  the  freedom  with  which  it  takes  the 
goods.  When  it  will  take  all  the  goods  that 
can  be  produced  at  a  high  level  of  prices  it  is 
idle  to  argue  for  lower  prices,  but  when  the 
full  production  cannot  be  sold,  and  machinery 
and  workers  are  idle  it  is  time  to  consider  the 
advisability  of  lowering  costs  and  prices,  par- 
ticularly if  that  is  the  general  trend  of  com- 
modities. 

The  Economic  Value  of  Speculation. 

The  public  naturally  objects  to  paying  high 
prices.  It  usually  charges  them  to  greed  and 
deliberate  design,  but  the  fundamental  causes  are 
deeper,  and  usually  a  price  rise  is  not  only  due  to 
natural  conditions,  but  serves  the  public  interests. 
If  there  is  an  actual  shortage,  it  is  important  that 
the  supply  be  conserved  by  economy  in  consump- 
tion and  by  shifting  the  demand  to  substitutes, 
and  the  most  effective  influence  for  accomplishing 
this  is  a  rising  price.  A  person  who  speculates 
for  a  rise  in  neces.saries  is  usually  regarded  as  a 
public  enemy,  but  a  speculator  profits  only  by 
anticipating  conditions,  and  his  operations  tend 
on  the  whole  to  equalize  conditions.  The  opera- 
tions of  a  speculator  who  foresees  a  shortage  and 
pushes  up  the  price  far  in  advance  of  the  exhaus- 
tion of  the  supply  are  serviceable,  because  they 
promote  economy  in  use  early  enough  to  be  ef- 
fective in  equalizing  consumption  and  stabilizing 
the  price  over  the  entire  period  for  which  the 
supply  must  serve.  The  idea  that  a  low  price  can 
be  maintained  on  a  short  supply,  and  everybody 
provided  for  as  usual,  is  of  course  a  fallacy.  The 
hardship  is  not  imposed  by  the  speculator;  it  re- 
sults from  the  short  supply,  and  would  be  felt 
eventually  and  with  more  extreme  fluctuations  of 
price  if  no  one  foresaw  it  or  attempted  to  provide 
for  it.  If  the  speculator  puts  the  price  too  high 
and  curtails  consumption  too  much  he  will  lose 
money  by  it.  His  operations  will  be  most  success- 
ful for  himself  if  they  regulate  consumption  so 
nicely  tliat  the  available  supply  is  spread  uni- 
formly over  the  entire  period  for  which  it  must 
serve,  at  a  uniform  price,  and  without  any  supply 
left  over,  and  that  arrangement  is  advantageous 
to  the  consuming  public. 

Stabilizing;  Prices. 

No  speculator  ever  gains  by  holding  goods  back 
from  the  market  unless  he  finally  sells  them,  and 
the  longer  he  holds  them  back,  at  prices  which 
curtail  consumption  and  stimulate  production  the 
more  likely  he  is  to  lose  money. 


There  is  talk  that  the  farmers'  organizations 
will  undertake  to  manage  marketing  so  as  to  ac- 
complish a  gradual  distribution  of  crops  through- 
out the  year  at  a  uniform  pi-ice,  but  when  the  un- 
certainties that  attend  upon  production  are  taken 
into  account  it  will  be  seen  that  there  is  bound 
to  be  a  large  element  of  speculation  in  providing 
the  needed  supply  from  year  to  year.  The  crop 
prospects  change  from  week  to  week  throughout 
the  growing  season,  and  prices  fluctuate  with 
tliem.  It  may  well  be  asked  whether  any  scheme 
to  fully  stabilize  prices  is  not  chimerical.  It  would 
have  to  be  backed  by  a  greater  amount  of  ready 
capital  than  can  likely  be  placed  at  the  com- 
mand of  any  board  of  managers.  It  may  be 
doubted  whether  any  better  arrangement  for  pro- 
moting stability  in  the  markets  can  be  provided 
than  a  free,  open  market,  which  aflfords  a  con- 
census of  world  opinion  from  day  to  day. 

Effect  of  Rising  Prices  Upon  Production. 

Besides  the  efifect  of  a  rising  price  in  con- 
serving an  existing  supply  there  is  the  effect  in 
stimulating  an  increased  production.  It  not  only 
olTers  an  incentive,  but  provides  the  means,  the 
capital,  necessary  for  enlarged  production.  Regu- 
lations may  control  the  distribution  of  an  ex- 
isting supply,  but  if  the  situation  is  one  of 
scarcity  the  existing  supply  obviously  is  insufli- 
cient ;  permanent  relief  requires  increased  pro- 
duction and  probably  requires  an  increased  in- 
vestment of  capital,  which  is  not  encouraged  by 
official  price-fixing.  The  giving  of  price-fixing 
authority  to  public  officials  tends  to  influence  in- 
vestments into  other  channels,  and  thus  make  a 
scarcity  permanent.  The  paper  industry  is  suf- 
fering now  from  the  price-fixing  which  has  been 
going  on  for  several  years,  and  there  will  be  no 
relief  until  production  is  increased  by  heavy  in- 
vestments. The  present  controversy  over  rents 
has  the  effect  of  deterring  many  persons  from 
house-building.  People  prefer  to  place  their  in- 
vestments where  they  will  not  be  subject  to  con- 
troversy or  to  the  judgment  of  anybody  whom 
the  necessities  of  politics  may  place  in  public  office. 

High  Interest  Rates. 

The  idea  that  sellers  alone  make  prices  is  upper- 
most again  in  the  complaint  about  interest  rates, 
and  particularly  the  criticisms  of  high  rates  for 
call  money  in  New  York.  As  we  have  heretofore 
explained,  the  call  money  market  is  supplied  with 
funds,  owned  by  individuals,  corporations  and 
banks,  which  are  temporarily  available  but  which 
the  owners  do  not  wish  to  tie  up  for  a  definite 
time.  In  the  aggregate  there  is  always  a  large 
amount  of  money  waiting  for  some  purpose,  but 
from  day  to  day  unemployed;  this  is  the  call 
money  fund,  but  naturally  it  is  shifting  and  fluc- 
tuating continually.  It  comes  from  all  pjirts  of  the 
country  and  important  sums  from  the  Canadian 
centers.  The  loans  are  secured  by  collateral  and 
made  through  brokers,  upon  the  express  condi- 


tion  that  they  are  payable  on  demand.  There 
are  no  other  relations  between  borrowers  and 
lenders.  The  lenders  wish  to  keep  their  funds 
absolutely  at  their  command,  and  the  borrowers 
understand  the  terms,  but  depend  upon  their 
ability  to  obtain  accommodations  elsewhere  by 
raising  the  rate  if  necessary.  It  is  a  theory  in  the 
call  market  that  money  can  always  be  had  ut 
some  rate.  Sometimes  call  money  is  obtained  at 
less  than  the  prevailing  rate  for  time  money  and 
that  has  been  the  case  during  most  of  the  past 
month ;  sometimes  it  commands  more,  depending 
upon  the  state  of  supply  and  demand. 

Withdrawal  of  Funds. 

The  lenders  at  call  withdraw  their  funds  as 
they  want  them  for  other  uses,  and  when  the 
withdrawals  exceed  the  new  offerings  the  inter- 
est rate  naturally  goes  up,  which  is  the  method 
by  which  more  funds  are  attracted.  If  the  pinch 
is  severe  the  money  committee  of  the  Stock  Ex- 
change calls  upon  the  local  banks  for  a  fund  to 
relieve  the  situation,  but  these  loans  are  always 
paid  off  the  next  day. 

These  are  the  conditions  under  which  call  rates 
have  occasionally  reached  figures  that  are  pro- 
nounced extortionate  and  oppressive,  and  said  to 
be  destructive  of  property  values. 

Some  of  the  leading  banks  of  New  York  have 
been  lending  no  money  at  the  stock  exchange  ex- 
cept as  called  upon  by  the  money  committee  to 
supply  a  quota  to  the  fund  for  stabilizing  the 
situation.  Banks  which  do  not  lend  in  the  call 
market  at  all  can  hardly  be  criticised  for  the  high 
rates,  and  yet  they  contribute  to  them  even  more" 
than  the  banks  which  lend  at  the  high  rates,  for 
lending  at  any  rate  gives  some  relief  to  the  situa- 
tion. 

Borrowers  Make  Interest  Rates. 

The  truth  is  that  the  borrowing  public  is  re- 
sponsible for  the  high  rates  for  money,  just  as 
the  buying  public  is  responsible  for  the  high 
prices  for  coal,  sugar  and  cotton  goods.  The  pub- 
lic must  learn  to  respect  the  law  of  supply  and 
demand  and  govern  individual  affairs  accordingly. 
High  interest  rates  like  high  prices  signify  that 
demand  is  out-running  supply,  and  if  the  supply 
cannot  be  increased  the  demand  must  be  cur- 
tailed. The  volume  of  money  and  credit  cannot 
be  made  to  satisfy  all  possible  demands  by  the 
public  for  purchasing  jwwer;  the  public  must  re- 
strict its  wants  within  an  aggregate  that  is  con- 
sistent with  a  sound  state  of  credit,  or  if  it  fails 
to  do  so  take  the  consequences.  A  high  interest 
rate  is  the  mildest  effective  means  of  holding  de- 
mands in  check. 

Moreover,  in  the  general  need  for  greater  pro- 
duction it  should  not  be  overlooked  that  the  funda- 
mental need  is  for  more  capital,  and  that  this  af- 
fords an  economic  justification  for  both  higher 
profits  and  higher  interest  rates.  These  are  the 
chief  means  by  which  new  capital  is  created. 
There  is  as  great  a  need  at  this  time  for  more 


banking  capital  as  for  more  of  anything  else,  and 
no  reason  for  limiting  banking  profits  in  favor  of 
other  profits,  or  in  favor  of  credit  expansion. 

The  real  cause  of  the  high  prices  has  been  the 
waste  of  capital  and  the  attempt  to  make  credit 
do  instead  of  capital.  There  will  be  no  correc- 
tion of  this  situation  except  as  capital  is  restored 
to  normal  relations  with  industry  and  credit. 
The  protest  against  high  prices  and  high  interest 
rates  is  simply  the  instinctive  but  futile  protest 
against  the  grim  necessity  of  saving  to  make  good 
the  expenditures  upon  the  war.  Of  course  the 
cost  falls  upon  consumers  at  last ;  but  was  any- 
thing ever  saved  except  at  the  expense  of  con- 
sumption ? 

The  Relation  of  Capital  to  Prices. 

The  public  does  not  like  to  pay  high  prices, 
particularly  when  it  believes  that  tliey  yield 
large  profits,  and  yet,  as  already  indicated, 
profits  afford  the  most  certain  means  by  which 
prices  are  reduced.  The  real  social  problem 
of  the  present  time  is  how  to  bring  home  to 
the  average  man  the  fact  that  an  abundant 
supply  of  all  the  things  that  he  is  wanting  is 
dependent  upon  the  accumulation  of  capital, 
not  necessarily  in  his  own  hands,  but  in  any 
hands  that  will  use  it  effectively  in  production. 

The  fundamental  reason  for  the  high  prices, 
and  that  increasing  wages  do  not  overtake  ris- 
ing prices,  is  that  there  is  a  scarcity  of  capital, 
or  in  other  words  a  scarcity  of  the  means  of 
production  and  distribution.  It  is  well  under- 
stood that  the  limiting  condition  upon  industry 
in  this  country  today  is  the  state  of  the  rail- 
roads. They  have  not  been  kept  up  to  the 
growth  of  the  country.  This  means  that  thou- 
sands of  men  must  work  for  years,  building 
cars,  locomotives  and  switch  tracks  to  get  the 
railroads  into  shape  to  handle  the  traffic  that  is 
offered.  These  men  must  be  paid  for  this  work, 
the  money  amounting  to  billions  of  dollars 
must  be  ready  as  they  do  their  work,  and  must 
come  from  an  available  surplus,  accumulated 
by  somebody.  So  also  billions  of  capital  are 
wanted  for  the  building  of  houses,  and  for 
other  construction  work,  needed  to  provide  for 
the  comfort  of  the  population.  Of  all  the 
many  proposals  offered  for  improving  the  liv- 
ing conditions  of  the  people,  there  is  not  one 
which  docs  not  require  capital ;  they  are  all 
conditioned  upon  somebody  having  a  surplus 
which  can  be  obtained  either  by  inducing  him 
to  give  or  invest,  or  by  taxation.  Not  every- 
body recognizes  that  even  taxation  requires 
that  somebody  shall  have  acquired  a  surplus, 
but  that  is  evidently  the  case. 

Impairment  of  Natural  Wealth. 

With  the  growth  of  population  and  the  im- 
pairment of  supplies  of  natural  wealtli,  it  be- 
comes more  necessary  that  wealth  in  the  form 
of    productive    equipment    shall    be    increased. 


There  was  a  time  when  fue4  in  the  form  of 
timber  was  plentiful  in  nearly  all  sections  of 
this  country,  when  buiUlinjj  materials  were 
cheap  for  the  same  reason,  when  cattle  were 
pastured  on  the  public  lands  and  all  food  prod- 
ucts and  clothing  materials  were  cheap  be- 
cause land  could  be  had  for  nothing.  That 
time  has  gone  by.  Sted  and  cement  must  be 
manufactured  to  take  the  place  of  timber, 
costly  machinery  must  be  used  on  the  farms  to 
reduce  the  labor  cost  of  production,  large  in- 
vestments must  be  made  to  cheapen  the  cost 
of  transportation,  and  on  every  hand  wc  must 
strive  to  make  good  the  loss  of  natural  wealth 
by  improved  industrial  processes,  br  the  condi- 
tions of  life  for  the  millions  will  grow  steadily 
harder  as  population  increases.  And  this  im- 
provement of  industrial  processes  is  usually  by 
means  of  costly  equipment,  requiring  capital  in- 
vestments. 

Every  agency  that  contributes  to  produc- 
tion is  in  demand ;  labor  is  in  great  demand,  and 
wage  rates  have  risen  in  consequence;  capital 
also  is  in  demand  and  its  wages  have  risen.  Every 
kind  of  machinery  that  will  assist  in  production 
is  in  demand,  and  it  is  only  as  these  agencies 
of  production  are  multiplied  or  made  more  pro- 
ductive that  the  supply  of  necessaries  and  com- 
forts for  the  population  can  be  increased. 

Where  Capital  Supplies  Are  FalUng  Off. 

The  great  numbers  of  people  who  own  rail- 
road bonds  and  stocks,  and  who  constitute  an 
important  section  of  the  investing  public,  arc 
getting  no  more  income  from  their  holdings 
than  they  had  before  the  war,  but  after  paying 
their  own  increased  living  expenses  and  taxes  they 
have  less  to  invest  in  railroad  improvements, 
and  what  they  do  invest  will  buy  less  than  one- 
half  as  much  in  railroad  equipment.  Where 
are  the  new  investors  who  will  supply  the  rest  of 
the  capital  needed  for  railroad  rehabilitation? 

At  Qeveland  recently  it  v/as  found  necessary 
to  advance  the  wages  of  street  car  employes,  and 
the  operating  company  asked  permission  to  raise 
fares  not  only  to  pay  the  increased  wages  but 
to  raise  the  dividends  on  the  investment  from  6 
to  7  per  cent.  A  referendum  was  taken  upon  the 
dividend  rate,  and  the  public  refused  to  allow  the 
increase.  It  would  consent  to  an  increase  of 
wages  but  not  to  an  increase  of  dividends,  doubt- 
less because  it  did  not  see  that  the  public  had  any 
interest  in  dividends. 

Tlie  owners  of  houses  have  not  as  a  rule  been 
able  to  advance  rents  to  an  extent  parallel  to  the 
increase  in  building  costs.  It  is  argued  that 
since  their  houses  were  built  before  the  rise, 
they  are  not  entitled  to  such  an  advance.  But 
maintenance  expenses  have  increased,  taxes 
have  increased,  their  own  living  expenses  have 
increased,  and  they  have  less  of  capital  savings 
with  which  to  build  more  houses  than  before. 


Who  is  going  to  supply  the  new  capital  for 
house-building  which  they  have  supplied  here- 
tofore? 

The  Ust  of  Profiteers. 

There  is  a  great  outcry  against  the  profi- 
teers and  lists  have  been  published  containing 
the  names  of  corporations  which  have  made 
large  profits.  These  are  usually  producing 
corporations  who  sell  their  products  on  the 
public  market  at  the  going  market  prices,  and 
who  have  little  control  over  the  prices  finally 
paid  by  the  public.  Scarcity  makes  the  price- 
level  and  nothing  can  cure  the  scarcity  but 
the  investment  of  new  capital  to  increase  pro- 
duction. The  profits  complained  of  represent 
the  automatic  workings  of  economic  lav/  by 
which  new  capital  is  accumulated,  to  meet  such 
needs  and  nominal  profits  must  be  twice  as  high 
as  formerly  in  order  to  make  a  corresponding  sav- 
ing of  real  capital. 

In  many  cases  these  profits  have  never  reaclie<l 
the  stockholders,  being  require<l  as  additional 
working  capital  to  handle  the  business,  and  more 
capital  has  been  raised  froni  the  public  market. 
The  shares  of  most  of  these  companies  may  be 
bought  at  very  moderate  figures.  The  case  of 
the  American  Woolen  Company  has  been  re- 
ferred to  elsewhere;  the  American  Smelting  & 
Refining  Company  is  another  corporation  which 
lias  been  listed  among  the  profiteers,  but  at  no 
lime  since  the  beginning  of  the  war  has  it  paid 
more  than  6  per  cent  in  dividends  annually^  while 
the  present  rate  is  4  per  cent,  and  its  $100  shares 
riTC  sellinfj  in  the  market  at  about  $55. 

Kins  Upon  the  Services  of  Capital  and  SIcilled 
Management. 

Profes-sor  W.  I.  King,  author  of  the  "Wealth 
and  Income  of  the  People  of  the  United  States," 
in  a  recent  article,  entitled  "Why  Wages  Are 
High  or  Low,"  refers  to  the  common  assumption 
that  the  income  accruing  to  the  owners  of  capital 
is  lost  to  the  wage-earners  and  general  public.  He 
discusses  it  as  follows: 

"One  of  the  most  common  errors  of  students  in  this 
field  is  to  assume  that  the  share  of  the  national  income 
paid  for  the  use  of  property  is  entirely  lost  to  the  wage- 
earners.  As  a  matter  of  fact,  this  is  far  from  being 
the  case.  Everyone  knows  that  many  skilled  workers 
and  a  still  larger  proportion  of  the  salaried  classes  de- 
sire some  income  from  property.  The  point  which  if 
commonly  overlooked,  however,  is  that  the  wealthy  prop- 
erty owners  consume  but  a  small  fraction  of  their  total 
incom*.  The  rest  of  it  is  invested  in  industry,  thus 
equipping  each  worker  better  and  making  him  more 
effective.  As  a  result,  the  products  of  industry  grow 
more  abundant  and  cheaper  and  the  purchasing  power 
of  the  laborer's  wage  is  thereby  increased.  Thus,  the 
income  which  the  property  owner  invests  this  year  in- 
creases the  well-being  of  the  l.iborintr  classes  of  next 
year.  If  this  share  of  the  national  dividend  now  saved 
and  invested  by  the  wealthy  were  instead  paid  directly 
to  the  laboring  classes  as  waKes,  the  chances  are  that 
most  of  it  would  be  used  for  current  needs,  but  little 
being  saved.  As  a  result,  the  laborers  of  today  would 
gain,  b'.it  the  l.iborers  of  the  future  would  receive  re- 
duced  incomes  because  of  the  change. 

"I-irge  property  owners,  while  not  usually  wage-earn- 
ers, are  frequently,  ncvorlhless.  because  of  their  organ- 
izing and  nnnaKcrial  ability,  among  the  most  effective 
laborers  in  the  industrial  world.     A  considerable  reward 


is  necessary  in  order  to  induce  them  to  exert  their  best 
efforts  and  thus  to  maintain  productive  efficiency.  It 
appears,  therefore,  that  the  only  additional  fraction  of 
the  national  dividend  which  could  be  safely  turned  over 
to  labor  for  current  wages  is  that  part  used  by  the 
rich  in  the  purchase  of  needless  luxuries.  While  this  is 
an  immense  sum  in  the  aggregate,  it  is  still  not  large 
enough  materially  to  enhance   the  average  wage  rate. 

"The  ordinary  wage-earners  of  Russia  have  made  the 
most  vigorous  effort  in  recent  history  to  profit  by  the 
confiscation  of  the  property  of  the  well-to-do  and  wealthy 
classes.  The  resulting  paralysis  of  industry,  with  the 
dire  poverty  and  even  starvation  resulting  for  those  very 
working  classes  lh.at  the  confiscation  was  intended  to 
benefit,  arc  facts  too  well  known  to  require  elaboration. 
It  is  clear  that  the  workingman  cannot  with  safety  destroy 
the  equipment  both  tangible  and  intangible  which  aids 
him  in  production,  and  that,  without  the  organizing  abil- 
ity of  the  captains  of  industry  and  the  savings  of  the 
propertied  classes,  the  equipment  needed  for  production 
is  hopelessly  inadequate." 

Foreign  Trade  and  Exchange. 

Sterling  exchange  has  had  a  heavy  decline  dur- 
ing the  month  of  August,  and  all  the  European 
exchanges  were  carried  down  by  the  movement. 
Tlie  table  is  as  follows : 

Rate  ill  Rate  in  Change 

Unit  cents  cents  from  Dcpre- 

Value  July  26  Aug,  26  par  ciation 

Canada    1.00  .88  .8887  .1113  11.13 

Germany    ....    .2382  .0245  .0210  2172  91.18 

taly  1930  .0555  .0467  .1463  75.80 

Belgium   1930  .0824  .0755  .1175  60.88 

France   1930  .0775  .0706  .1224  63.42 

England    4.8665  3.7950  3.59  12765  2623 

Switzerland..    .1930  .1718  .1655  .0275  1425 

Holland   4020  .3450  J175  .0845  21.02 

Denmark    ....     2680  .1620  .1420  .1260  47.01 

Norway  26S0  .1625  .1420  .1260  47.01 

Sweden  2680  2155  2030  .0650  2425, 

Spain   1930  .1567  .1512  .0418  21.66 

Argentine  ...     .9648  .8875  .8475  .1173  12.16 

Japan    4985  .5150  .5150  .0165  »3.310 

*  Premium. 

The  most  important  developments  of  the 
month  touching  the  exchange  situation  have  been 
the  arrival  of  the  French  Commissioner  with  au- 
thority to  make  arrangements  for  the  payment 
of  the  French  portion  of  the  Anglo-French  loan, 
together  with  the  arrival  of  a  shipment  of  gold 
from  Paris,  to  apply  thereon,  and  the  announce- 
ment from  Buenos  Aires  that  the  Argentine  gov- 
ernment will  resume  the  sale  of  drafts  against  its 
remaining  credit  in  New  York,  understood  to  be 
about  $23,000,000,  to  meet  the  requirements  for 
exchange  en  this  country.  The  negotiations  of 
the  French  Commissioner  include  the  making  of 
a  loan,  probably  for  $100,000,000,  the  terms  of 
which  are  not  yet  determined.  It  is  imderstood 
that  gold  shipments  will  amount  to  about  $50,- 
000,000  and  that  exchange  for  the  remainder  due 
on  the  Anglo-French  loan  has  been  acquired. 

It  is  explained  at  Buenos  Aires  that  the  ac- 
tion of  the  Argentine  government  in  discontinu- 
ing the  sale  of  drafts  on  its  credit  in  New  York 
was  due  to  its  tmwillingness  to  facilitate  arbitrage 
transactions,  which  had  been  carried  on.  It  will 
take  steps  to  prevent  the  use  of  its  accommoda- 
tions in  this  manner. 


The  movement  of  gold  from  this  country  to 
Japan  continues  on  a  considerable  scale,  and  silver 
shipments  to  Asia  have  been  resumed  in  moderate 
amounts.  The  price  of  foreign  silver  is  now 
fluctuating  about  $1.00  per  ounce,  the  price  at 
which  the  United  States  government  is  buying 
domestic  silver. 

Peruvian  bankers  have  taken  several  million 
dollars  in  gold  of  late  to  strengthen  reserves  in 
that  country. 

Railroad  Congestion. 

Some  idea  of  the  cost  to  the  public  of  the 
state  of  congestion  upon  the  railroads  which 
has  been  common  throughout  the  last  six 
months  may  be  gathered  from  this  incident, 
reported  by  the  People's  National  Bank  of 
Pittsburg : 

A  manufacturer  In  this  district  of  high-grade  steel 
products,  which  are  usually  shipped  in  box  cars,  was 
forced  to  the  expedient  of  using  lumber  and  tarreil 
paper  for  constructing  a  rude  protection  over  flat 
cars  (the  only  kind  at  times  available  during  the  past 
month)  for  making  shipments  to  urgent  consumers 
whose  operations  otherwise  w^ould  have  been  sus- 
pended. At  the  current  cost  of  lumber  and  labor  this 
manufacturer  estimated  the  additional  expense  at  $50 
or  more  per  car  thus  protected.  The  cost  was  divided 
between  buyer  and  seller,  and  ultimately  absorbed  by 
the  consumer  of  the  flnl.shed  product.  Not  alone  was 
the  cost  of  the  commodity  increased,  but  at  this  time 
when  labor  is  scarce  a  portion  of  the  available  supply 
was  utilized  In  the  manner  described  when  otherwise 
It  might  have  been  more  advantageously  employed 
for  the  general  benefit.  In  other  words,  the  carpen- 
ters, laborers  and  materials  employed  In  building  the 
temporary  protective  covering  for  fl.at  cars  might 
have  been  employed  In  work  of  a  more  permanent 
character  for  the  relief  of  the  dwelling-house  shortage 
which  remains  acute  In  all  industrial  di.<5trlcts. 

Here  is  another  illustration  which  may  be  dupli- 
cated In  a  greater  or  lesser  degree  in  the  experience 
of  various  manufacturers:  At  one  time  during  the 
month  just  closed  a  local  steel  company  had  nearly 
a  hundred  carloads  of  high  grade  linished  material 
piled  up  on  its  warehouse  and  sWop  floors  awaiting 
shipment  for  which  it  could  not  obtain  box  cars.  Be- 
ing unable  to  invoice  the  goods,  the  capit.il  cost  of  the 
merchandise.  Instead  of  being  distributed  among 
many  consignees,  had  to  be  borne  by  the  producer  for 
a  longer  period  than  could  have  been  foreseen  when 
orders  were  booked.  The  twofold  effect  was  to  reduce 
the  maker's  profits  and  add  to  his  costs  the  addi- 
tional financial  credits  required  to  carry  the  burden 
until  delivery  was  possible. 

Expenditures  of  this  kind  are  commended  to 
the  attention  of  the  persons  who  think  that  the  in- 
crease of  freight  charges  will  add  to  the  existing 
high  prices.  Other  things  being  the  same,  an  in- 
crease of  freight  charges  tends  to  raise  the  gen- 
eral level  of  prices,  but  good  railroad  service  is 
cheaper  than  poor  railroad  service. 

The  Labor  Issue. 


Recent  decisions  by  a  United  States  Court  and 
the  Supreme  Court  of  the  State  of  New  York 
have  again  .stated  very  j)lainly  the  obligation  of 
a  common  carrier  to  serve  all  people  without  dis- 
crimination. In  the  Iritest  case  the  rinestinn  was 
whether  transportation  agencies  might  discrim- 
inate against  goods  upon  which  union  labor  had 
declared   a    boycott,    and    the   courts   held   not 


a 


only  that  the  transportation  company  must  not 
discriminate,  but  tliat  tlic  unions  must  not  attempt 
to  coerce  tlie  transportation  companies  to  violate 
the  law. 

Lumber  dealers  in  Brooklyn  against  whom  a 
strike  had  been  declared  employed  non-union 
workmen,  at  which  the  unionized  truck-drivers 
refused  to  handle  lumber  from  the  said  com- 
pany. Non-union  truckdrivers  were  obtained, 
and  lumber  delivered  at  the  piers  of  a  steamship 
company,  for  overseas  shipment,  whereupon  the 
Uiiioiiized  employes  of  this  company  threatened  to 
strike  if  the  lumber  was  received,  and  tne  steam- 
ship officials  yielded,  thus  denying  transportation 
facilities  to  the  boycotted  lumber. 

Complaint  was  entered  against  the  steamship 
company  and  the  striking  unions,  alleging  that  as 
a  common  carrier  the  shipping  company  was  ob- 
liged to  accept  freight  from  the  public  without 
discrimination.  The  case  came  before  Judge 
Fawcctt  of  the  New  York  Supreme  Court,  who 
sustained  the  complaint.     He  said,  in  part: 

"The  papers  show  that  all  of  the  parties  are  engaged  in 
a  combination  having  for  its  object  the  exclusion  of  plain- 
tiff's goods  from  transportation  by  the  defendant  common 
carriers,  both  where  plaintiff  is  a  shipper  and  where  its 
customers  act  as  shippers.  If  this  combination  is  lawful  it 
is  impossible  to  truck  in  New  York  and  vicinity  except  on 
such  terms  as  the  unions  pcnnit.  The  defendants  are  en- 
gcged  in  a  combination  to  gain  control  of  transportation 
and  blockade  the  channels  of  trade  against  all  but  union 
goods.  Such  a  combination  to  exclude  open  shop  merchan- 
dise from  the  channels  of  trade  and  the  markets  of  the 
nation  is  a  conspiracy  against  public  welfare  and  deprives 
the  public  of  their  sovereign  right  of  choice  to  purchase 
what  they  see  fit. 

"The  representatives  of  the  companies  who  decline  to 
furnish  services  are  violating  the  law,  and  the  employers 
where  strikes  are  threatened  to  compel  them  to  violate  the 
law  are  engaged  in  an  illegal  combination.  The  carriers 
have  aided  and  encouraged  the  unions  by  seeking  to  evade 
their  duties  to  handle  plaintiff's  goods  without  discrimina- 
tion. 

"While  a  man  mav  enter  any  vocation  he  chooses,  yet  if 
he  selects  a  field  indissolubly  linked  with  the  rights  of  the 
public,  such  as  a  common  carrier,  he  must  subserve  his  own 
rights  to  that  of  the  public  welfare. 

"The  combination  violates  the  United  States  Shipping 
act  and  Section  5440  of  the  Revised  Statutes.  Under  these 
statutes  a  refusal  of  the  carriers  to  transport  the  plaintitT's 
merchandise  is  a  crime,  and  the  unions  are  engaged  in  an 
unlawful  conspiracy  when  they  induce,  aid  or  abet  the 
carriers  in  committing  the  same,  and  it  is  no  excuse  to  the 
carriers  that  the  employees  threaten  to  strike." 

This  is  a  clear  statement  of  .sound  principles. 
It  makes  no  attack  on  labor  organizations  but  de- 
fines the  limit  beyond  which  no  organization, 
whether  of  wage-earners  or  employers,  may  go. 
The  .stand  taken  is  for  the  protection  of  society 
against  discrimination  in  the  service  of  trans- 
portation, upon  any  excuse,  and  places  the  right 
of  the  public  to  have  transportation  above  the 
right  of  strikers  to  coerce  the  transportation  com- 
pany. 

The  interests  of  the  wage-earning  class  are  not 
in  conflict  with  the  interests  of  the  general  pub- 
lic. The  wage-earners  are  interested  first  of  all 
in  an  orderly  state  of  .society,  in  which  industry 
can  he  carried  on.  The  interests  of  labor  never 
can  be  advanced  by  methods  which  would  involve 


the  community  in  constant  turmoil,  or  put  it  in 
the  power  of  small  groups  outside  of  all  author- 
ity to  say  who  shall  have  transportation  service 
and  who  must  go  without  it.  There  is  no  liberty 
or  security  in  society  unless  secured  by  law, 
and  the  struggle  of  all  the  ages  has  been  to  make 
men  equal  before  the  law. 

There  is  no  labor  "issue"  unless  the  unions  seek 
to  place  the  authority  of  their  organizations  above 
the  law  of  the  land.  They  have  their  rights  and 
their  place  in  the  social  organization,  but  they 
have  not  yet  supplanted  the  constitutional  law- 
making bodies. 

The  desire  to  rule  by  force,  to  disregard  the 
rights  of  others,  is  a  sign  that  those  who  hold  it 
are  not  qualified  to  exercise  unrestrained  power. 
In  a  free  society,  based  upon  one  vote  for  every 
per.son  and  majority  rule,  all  who  seek  to  exercise 
l)owcr  by  fraud  or  force  arc  enemies  of  the  public 
peace.  The  law,  made  and  enforced  through  the 
constitutional  agencies,  should  be  respected  and 
obeyed.  Otherwise  democracy  is  abandoned  and 
society  goes  back  to  the  rule  of  the  strongest. 

The  British  Labor  Threat. 

In  Great  Britain  organized  labor  recently  is- 
sued a  pronouncement  that  in  case  the  British  gov- 
ernment made  war  upon  the  .Soviet  govxrnment 
of  Russia,  a  general  strike  would  be  called  in 
Great  Britain.  The  British  government  has  indi- 
cated no  purpose  to  make  war  on  the  Soviet  gov- 
ernment, unless,  possibly,  in  defense  of  the  inde- 
pendence of  Poland.  Obviously,  it  is  a  grave 
question  how  the  interests  of  England  and  of  the 
whole  world  might  be  affected  if  Russia  should 
overrun  Poland  niul  establish  an  alliance  with 
Germany.  13tit  whatever  tlie  policy  of  the  Parlia- 
mentary government  may  be  it  is  the  government 
lawfully  elected  by  the  people  of  the  British  na- 
tion. The  laws  provide  an  orderly  method  by 
which  the  Parliament  is  made  responsive  to  the 
public  will,  but  this  declaration  amounts  to  an  at- 
tempt by  tiie  labor  organizations  to  impose  their 
will  upon  the  country  without  an  election.  It  is 
an  attempt  to  transfer  the  government  of  the  na- 
tion from  the  Parliament  to  the  labor  organiza- 
tions. 

It  is  impossible  to  see  how  the  intelligent  mem- 
bers of  organized  labor  can  wish  to  raise  an  issue 
of  this  kind.  They  must  know  that  it  is  fore- 
dooined  to  failure.  They  can  throw  society  into 
disorder,  but  labor  can  gain  nothing  from  mere 
disorder,  and  order  never  can  be  re-established 
upon  any  other  basis  than  that  of  equal  rights. 
The  world  has  progressed  too  far  to  abandon 
that  principle.  The  labor  leaders  who  are  making 
this  attempt  to  seize  authority  are  about  500 
years  behind  the  times.  They  have  just  reached 
the  stage  of  the  early  champions  of  religious  lib- 
erty, who  wanted  it  for  themselves  but  were  un- 
willing to  allow  it  to  any  who  disagreed  with 
them. 
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The  Bond  Market. 

The  month  of  August  is  usually  the  dullest 
bond  month  in  the  year,  and  the  past  month  has 
run  true  to  form,  although  prices  generally  have 
been  firm  and  in  some  departments  a  strong  un- 
dertone has  developed  which  would  seem  to  indi- 
cate an  improving  bond  market  during  the  Fall. 
Very  few  new  issues  were  offered,  but  they  met 
with  success.  The  dealers  of  the  country  have 
apparently  fallen  advantage  of  the  absence  of  new 
issues,  and  have  cleaned  up  their  odd  lots.  It  is 
interesting  to  compare  the  yields  obtainable  from 
bond  investments  over  a  period  of  years,  for  at 
the  present  time  securities  are  the  cheapest  com- 
modity on  the  market.  In  1903  the  yield  from 
Municipals  was  3.31,  Rails  4.10,  Utilities  4.63,  In- 
dustrials 5.69.  In  1910  Municipals  4.00,  Rails 
4.21,  Utilities  4.79,  Industrials  5.25.  In  1920 
Municipals  5.07,  Rails  6.88,  Utilities  7.51,  Indus- 
trials 7.56.  Investors  are  naturally  asking  their 
bankers  whether  the  present  is  the  time  to  make 
])urchascs  or  whether  prices  are  going  lower.  The 
ready  absorption  of  new  issues  at  present  levels 
during  the  past  summer  seems  to  indicate  that  the 
general  public  has  come  to  the  conclusion  that  if 
prices  are  not  at  their  low  level,  securities  never- 
theless are  an  attractive  purchase.  The  trend  of 
sentiment  seems  to  favor  longer  term  securities, 
and  the  discerning  investor  today  is  endeavoring 
to  obtain  a  high  yield  over  a  long  period  of  years, 
with  the  result  that  seasoned  issues  with  a  life  of 
twenty  years  or  more,  have  been  removed  from 
the  inarket  in  substantial  blocks. 

Foreign  Government  issues  were  slightly  ir- 
regular during  the  month  as  a  result  of  the  Polish 
.situation.  There  have  been  rumors  of  n^otia- 
tions  with  foreign  governments  and  the  most  im- 
minent business  is  probably  a  new  French  loan. 

Qovemment  and  Municipal  Bonds. 

The  Government  bond  market  was  fairly  active 
throughout  the  month,  with  minor  fluctuations. 
For  the  most  part  the  Liberty  issues  were  heavy 
after  the  opening  of  the  month.  The  New  York 
Stock  Exchange  has  increased  the  commissions 
on  Liberty  bonds  and  Victory  notes  to  1/16  of 
1%.  The  majority  of  the  investment  bankers, 
however,  are  still  charging  J-g  of  1%,  as  this  has 
been  decided  as  the  minimum  amount  which  will 
cover  expenses,  particularly  on  out  of  town  trans- 
actions where  shipping  charges  are  involved. 
Stock  Exchange  commissions  on  other  standard 
issues  have  been  increased  from  $12.50  per  $10,- 
000  to  $15.00. 

A  new  issue  of  $10,000,000  Philippine  Govern- 
ment One- Year  4%  Certificates  were  sold  during 
the  month  to  a  syndicate  of  New  York  bankers 
and  were  offered  to  the  public  at  97^  and  in- 
terest, to  yield  6J4%. 


The  municipal  market  continued  active  with 
many  new  offerings.  It  is  reported  that  during 
the  first  seven  months  of  this  year  new  municipal 
issues  were  offered  to  an  amount  of  $412,324,450 
compared  with  $384,537,802  during  the  same 
period  last  year.  Investors  seem  to  favor  the 
longer  term  issues  and  prices  have  accordingly 
advanced  to  a  point  where  the  yields  of  the  bet- 
ter known  cities  are  averaging  about  5%  to  5.25% 
compared  with  5.255{)  to  5.50^0  last  month.  The 
larger  municipal  issues  of  the  month  include : 

J8.473.000  Detroit    5%    &    6%    bonds    yielding    from 

5.25%  to  6%. 
3,880,000  City  of  Syracuse,  N.  Y.,  5%%  Cpn.,  bonds 

yielding  from  5%  to  6.90%. 
8,674,000  Jersey  City  5H%-6%,  yielding  from  G.25% 

to  5.85%. 
2,580,000  Cincinnati  6%  bonds  yielding  5%%. 
2,475.000  Dallas  5%  bonds  yielding  5V4%  and  6%. 
1,165,000  Cincinnati  6%   bonds  yielding  from  5.3U% 

to  5.35%. 
1.500,000  Oregon     4%%     bonds    yielding     B.25%     to 

5.65%. 

New  York  bankers  offered  a  block  of  $888,000 
City  of  New  York  4^4%  bonds  at  83  J4  and  in- 
terest, yielding  5.20%. 

The  following  Canadian  issues  were  offered : 

$5,000,000  Province   of   Ontario    6%    bonds    to    yield 
6.23%. 
3,000.000  Province  of  British  Columbia  6%  bonds  to 

yield  7%%. 
2,000,000  Province  of  Alberta  6%  bonds  at  prices  to 

yield  7.60%. 
1.200.000  Province  of  Manitoba  6%  bonds  to   yield 
7%%. 
600,000  City  of  Winnipeg  6%  bonds  to  yield  6U%- 
500.000  Province    of    Nova    Scotia    6%    bonds    to 
yield  7.36%. 

Corporate  Issues. 

The  month  opened  with  the  decision  of  the  In- 
terstate Commerce  Commission  granting  substan- 
tial increases  in  freight  and  passenger  rates.  On 
the  morning  after  the  announcement,  the  Stock 
Exchange  witnessed  a  rather  excited  market  in 
railroad  stock  and  semi-speculative  railroad  bonds 
which,  however,  was  short  lived.  Throughout  the 
balance  of  the  month  the  bond  market  continued 
dull  until  the  offering  of  $25,000,000  New  York 
Central  Ten- Year  7%  Secured  bonds  at  100  and 
interest.  The  subscription  books  were  open  a  day 
and  a  half  and  the  issue  was  largely  over-sub- 
scribed and  has  since  enjoyed  an  active  market 
on  the  Curb.  Toward  the  close  of  the  month  a 
strong  inquiry  developed  for  semi-speculative  and 
second-grade  rails,  with  the  result  that  advances 
in  some  of  the  more  popular  issues  were  from 
two  to  six  points. 

The  following  week  a  group  of  Chicago  bank- 
ers offered  $15,000,000  Morris  &  Company  Ten- 
Year  7 1/2%  bonds  at  98^  and  interest,  to  yield 
7}i%.  The  books  were  open  one  day  and  the 
issue  was  over-subscribed. 

Public  utilities  as  a  class  have  maintained  a  fair 
market  during  the  month,  the  longer  term,  sea- 
soned issues  being  in  particular  demand. 
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General^Business  Conditions. 

GENERAL  business  is  moving  along 
in  a  reasonably  satisfactory  manner. 
Everybody  is  not  pleased,  but  the 
fundamental  conditions  are  good. 
A  month  ago  we  could  report  that 
a  good  crop  of  the  small  grains  had  been 
harvested,  but  the  greatest  grain  crop  that 
of  com,  had  not  matured  and  owing  to  its 
late  start  was  in  danger  of  frost.  The  most 
notable  development  of  the  past  month  has 
been  the  maturing  of  this  crop,  now  estimated  at 
al)out  3,150,000,(XX)  bushels.  It  means  much  to 
the  country,  although  the  farmer's  feeling  of  grati- 
fication is  naturally  temjjered  by  the  fact  that  the 
price  of  corn,  which  at  the  middle  of  June  was 
about  $1.80  per  bushel,  has  fallen  for  December 
delivery  to  below  $1.00  per  bushel.  It  is  the  first 
time  since  February  of  1917  that  corn  in  Chi- 
cago has  sold  under  $1.00  per  bushel.  The  high 
point  was  $2.36  in  August  1917.  The  declifte 
has  been  due  to  the  falling  off  in  the  exports  of 
meats  and  to  the  big  crop  now  in  sight,  it  is  cal- 
culated to  make  the  farmer  ?eel  that  he  has  con- 
tributed to  his  own  undoing.  It  is  not  strange  that 
he  reads  with  some  feeling  of  resentment  of  the 
various  efforts  to  sustain  prices  and  curtail  pro- 
duction in  other  lines,  of  textile  mills  running  part 
time  and  labor  organizations  resolving  in  favor  of 
a  six-hour  day.  Obviously  he  is  not  getting  fair 
and  reciprocal  service  from  the  other  industries 
with  which  he  is  exchanging  jiroducts,  but  the 
true  remedy  is  not  in  reducing  the  production  of 
foodstuffs  but  in  increasing  the  production  of 
other  things,  so  that  the  prices  of  what  the  farmer 
buys  will  decline  likewise. 

Wheat  Crop  and  Exports. 

The  wheat  crop  is  considerably  under  the  ex- 
pectations of  two  months  ago.  The  winter  crop 
west  of  the  Mississippi  river  was  excellent  in 
amount  and  quality,  but  the  acreage  and  yield 
was  reduced  in  states  east  of  the  river,  and  the 
crop  of  spring  planting  in  the  northwest  was  be- 
low the  early  promise.  The  government's  esti- 
mate for  the  total  yield  is  now  770,000,000  bush- 
els. The  Canadian  crop,  however,  government 
estimate,  is  289,500,000  bushels,  which  is  96,000,- 
000  above  last  year,  being  an  average  of   16>i 
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bushels  per  acre,  against  9J^  last  year,  and  the 
quality  is  fine.  Including  the  carry-over,  the 
amount  available  for  export  in  the  United  States 
and  Canada  is  about  the  same  as  last  year.  The 
foreign  trade  has  been  buying  freely.  Although 
the  crop  in  this  country  is  being  marketed  slowly. 
Bradstreets  reports  122,489,000  bushels,  including 
the  equivalent  of  flour,  exported  in  the  twelve 
weeks  ended  September  23,  against  81,783,000  in 
the  same  weeks  of  last  year.  These  figures  include 
old  wheat,  but  we  have  exported  fully  one-half 
of  all  we  can  spare  in  the  year  to  July  1,  1921. 

The  price  of  wheat  now  turns  on  the  crop  in 
the  countries  of  the  southern  hemisphere  and  In- 
dia. Europe  imported  nearly  600,000,000  bushels 
last  year  and  will  require  nearly  as  much  in  the 
year  to  come.  The  United  States  and  Canada  can 
supply  about  400,000,000  bushels,  possibly  a  lit- 
tle more.  The  Argentine  and  Australian  crops 
are  progressing  well  to  date,  but  both  countries 
are  subject  to  droughts  and  if  either  should  go 
wrong  it  would  send  prices  up.  The  price  has  had 
a  heavy  decline  in  the  last  week  and  closed  the 
month  at  about  the  lowest  figures  of  the  year. 

The  situation  in  the  wheat  and  flour  markets 
has  been  abnormal,  in  that  prices  for  wheat  for 
future  delivery  have  been  25  to  45  cents  per 
bushel  below  spot  delivery.  December  is  below 
spot  and  October  and  March  are  below  December, 
which  on  the  surface  would  seem  to  indicate  that 
the  longer  wheat  is  held  the  less  it  will  be  worth. 
Under  ordinary  conditions  wheat  would  be 
rushed  to  market  and  bring  the  cash  delivery  be- 
low the  futures,  but  the  car  situation  and  unwill- 
ingness of  farmers  to  take  lower  prices  have  kept 
the  movemetit  down  to  no  more  than  the  current 
demand  would  absorb. 

The  Market  for  Flour. 

\'o  one  has  wanted  to  buy  wheat  except  for 
immediate  export  or  consumption.  While  we 
have  seen  dealers  in  woolen  and  cotton  goods 
and  shoes  unwilling  to  lay  in  stocks,  and  fac- 
tories unwilling  to  make  up  goods,  because 
they  feared  a  price  decline,  a  similar  situ- 
ation has  existed  in  wheat  and  flour.  Elevator 
companies  have  been  unable  to  buy  wheat  from 
farmers  and  make  hedge  sales  at  a  margin  to  cover 
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carrying  charges  and  profits;  millers  have  been 
unable  to  sell  flour  for  future  delivery  and  have 
been  grinding  only  to  fill  orders;  flour  dealers 
have  bouglit  flour  only  for  day  to  day  distribu- 
tion. The  principal  milling  centers  have  reported 
operations  at  only  about  one-half  capacity,  and 
the  primary  wheat  markets  have  little  more  grain 
tlian  at  the  b<^inning  of  the  season.  This  is  one 
reason  why  the  demand  for  credit  for  crop-mov- 
ing purposes  has  been  comparatively  small  to  date. 
The  situation  furnishes  another  illustration  of 
the  universal  rule  that  nobody  will  knowingly 
make  up  or  buy  goods  to  carry  as  stock  in  the 
face  of  a  falling  market.  No  amount  of  talk 
about  the  iniquity  of  curtailing  production  will 
alter  anybody's  policy  in  this  respect. 

Another  anomaly  in  the  situation  is  the  fact 
tliat  wheat  is  quoted  in  Canadian  markets  aUive 
current  prices  on  this  side  of  the  line,  and  at  the 
same  time  Canadian  wheat  and  flour  are  both 
moving  this  way.  Thus  Winnipeg  is  above  Min- 
neapolis while  normally  the  reverse  is  true.  This 
is  due  in  part,  probably,  to  the  premium  on  the 
United  States'  dollar  in  Canada.  The  shipper  of 
either  wheat  or  flour  to  this  country  can  sell  his 
draft  in  Canada  at  a  premium  of  about  ten  per 
cent,  which  yields  about  the  same  result  as  though 
there  was  a  bounty  on  exports  to  the  United 
States.  Another  reason  for  the  higher  Winnipeg 
price  is  that  Canadian  No.  1  Northern  is  of  very 
fine  grade  this  year,  containing  more  gluten 
than  our  own  wheat  of  the  same  nominal  grade, 
and  American  millers  are  buying  it,  to  mix  with 
the  native  wheat. 

The  Cotton  Situation. 

The  cotton  crop  has  lost  ground  during  tlie 
last  month,  from  too  much  rain,  and  the  outlook 
now  is  for  not  much  over  12,(XX),0(X)  bales.  Do- 
mestic consumption  and  exports  for  the  last  crop 
year  aggregated  13,62.\692  bales.  The  carry-over 
August  1,  1920,  in  consuming  establishments  and 
public  storage  was  3,412,989  bales.  This  year's 
crop  had  a  bad  start  and  about  June  1st  the  prom- 
ise was  thought  to  be  for  not  over  10,000,000 
bales,  but  it  improved  in  June  and  July  until  esti- 
mates of  13,000,000  bales  were  common.  On  the 
strength  of  this  change  and  because  of  diminished 
consumption  by  the  mills  of  this  country  and 
Europe,  and  dull  trade  in  all  textile  markets,  the 
price  has  declined  from  above  40  cents  per  pound 
spot  to  about  25  cents,  with  Decjember  delivery 
2  cents  lower.  Deliveries  in  later  months  are  still 
lower,  showing  the  same  phenomenon  as  the 
wheat  market,  and  indicating  a  lack  of  faith  in 
future  developments. 

Market  Influences. 

As  usual  when  cotton  declines  much  is  said 
in  the  South  about  the  vicious  influence  of 
short-selling,  but  the  talk  among  people  who 
are  familiar  with  the  market  is  that  the 
selling    orders    are    mainly    from    the    South, 


and  probably  represent  hedging  tjptfatioaa,  that  is, 
sales  against  new  crop  purchases.  But  whether 
they  are  hedge-sales  or  short-sales  tlie  trouble  wiih 
the  market  is  a  lack  of  buying  orders.  Instead  of 
furnishing  proof  of  the  evil  of  speculation  it 
shows  the  necessity  for  speculation.  The  demand 
for  immediate  consumption  is  very  slack;  trade  in 
cotton  goods  is  poor;  buyers  are  wanted  with 
confidence  in  the  future  of  cotton  who  will  take 
quantities  off  the  market  and  carry  them  until 
the  consumptive  demand  requires  them.  That  is 
the  function  of  legitimate  speculation.  It  is  al- 
ways unfortunate  to  have  the  price  of  a  staple 
commodity  like  cotton  or  wheat  go  below  a  price 
that  is  fairly  ^emunera^ve  to  the  producer,  for  the 
effect  is  to  discourage  production  and  make  prices 
unduly  high  at  a  later  time.  And  yet  it  is  idle  to 
blame  anybody  for  not  buying  cotton  or  wheat 
when  they  do  not  want  it  or  lack  confidence  in  the 
future  price.  The  value  of  cotton  is  involved  in 
the  general  restoration  of  industry  over  the  world, 
so  that  [jeople  can  buy  cotton  cloth.  The  state  of 
turmoil  in  many  countries,  with  a  general  strike 
threatened  in  England,  factories  in  Italy  in  the 
possession  of  the  wage-earners  with  ihe  owners 
barred  from  entrance,  war  between  Russia  and 
Poland,  etc.,  has  not  been  favorable  to  the  value 
of  cotton. 

A  well-known  Liverpool  authority  in  the  cot- 
ton trade  writes  as  follows: 

The  market  Is  almost  comidetely  under  the  domin- 
ion of  the  unsettled  llnancial,  poltical,  and  Ial>our 
situation.  As  these  improve  or  get  wor^e  (particularly 
the  coal  strike  menace)  prices  will  advance  or  decline. 
Political  conditions  on  the  Continent  are  unsaUs- 
factory.  Tlic  expansion  In  consumption  which  might 
naturally  be  expected,  looks  unlikely  at  present  at  any 
rale.  Poland.  Czechoslovakia,  and  Russia  look  even 
leus  hopeful  than  last  season. 

The  Asiatic  Trade. 

While  this  state  of  social  unrest  undoubtedly 
affects  speculative  purchases,  the  falling  off  in 
the  demand  for  goods  is  an  immediate  in- 
fluence. One  of  England's  large  markets  is  In- 
dia, and  the  population  of  India  includes  people 
of  very  small  incomes.  By  the  time  30  to  40 
cents  per  pound  has  been  paid  for  raw  cotton, 
25  per  cent  added  for  exchange  charges  on  its 
movement  to  Liverpool,  costs  of  manufacture 
into  cloth  at  the  present  wage  scale  and  high 
ocean  freights  are  added,  the  price  is  almost 
prohibitive  in  India.  The  London  Times,  dis- 
cussing part  of  the  subject  says: 

The  great  dlfflculty  of  the  Immediate  future  Is  that 
of  prices.  It  Is  said  by  merchant  Jhippr-rs  of  great 
experience  In  the  Indian  trade  that  India,  broadly 
speaking,  cannot  pay  Manchester  prices  for  the  prin- 
cipal cloths  and  that  those  prices,  though  considerably 
lower  than  they  were,  are  still  at  a  range  that  Is  be- 
yond the  reach  of  the  average  user,  and  th.it  nothing 
worth  speaking  of  will  he  done  until  there  Is  a  further 
and  considerable  reduction.  Some  Justiflcatlon  for 
this  view  Is  found  In  the  fact  that  while  there  is  at 
the  present  time  a  fairly  active  inquiry  for  all  styles, 
only  a  small  and  fitful  trade  is  proccedmg.  a  trade 
that  Is  InsufTlcient  to  keep  occupied  mills  producing 
cloth  for  India,  and  that  can  give  no  satisfaction 
either  to  producers  or  traders.     It  must  be  remem- 


'o6reu  that  low  exchange  adds  greatly  to  the  cost  of 

British  goods  in  India,  and  that  the  price  of  fabrics 
ordered  now  would  be  very  high  indeed  when  they 
arrived  at  the  bazaars,  in  most  cases  Ave  times  the 
pre-war   ligure. 

Wool,  Rubber,  Silk  and  Hides. 

Trading  in  futures  has  never  been  established 
in  wool,  so  that  there  is  none  of  the  short- 
selling  which  is  blamed  for  low  prices  in  cot- 
ton, but  the  wool  market  is  even  more  stag- 
nant and  depressed  than  the  cotton  market. 
The  situation  is  the  same — a  lack  of  demand 
for  present  consumption  and  a  lack  of  specula- 
tive interest  in  future  needs.  It  is  a  time  when 
many  people  would  rather  keep  their  money  in 
hand  than  invest  in  products  which  depend  for 
a  market  on  world  trade  and  world  prosperity. 
Everything  may  be  coming  out  all  right  but 
there  are  many  elements  of  uncertainty  to 
make  traders  prefer  a  conservative  course. 
The  present  state  of  turmoil  results  in  high 
prices  for  finished  goods  and  relatively  low 
prices  for  raw  materials.  In  this  country  the 
demand  for  wool  has  been  light  and  prices  have 
not  improved.  Producers  generally  are  hold- 
ing their  clips  in  hopes  of  a  revival  in  the 
woolen  goods  trade.  The  situation  has  been 
hurt  sentimentally  by  the  outcome  of  the  gov- 
ernment offerings  of  Australian  wool  in  Lon- 
don last  month.  The  sale  was  planned  to  run 
from  September  21  to  October  8,  but  compe- 
tition has  been  so  light  and  results  so  unsatis- 
factory that  it  will  be  closed  on  the  first.  Ac- 
cepted bids  were  5  to  Z^^  per  cent  lower  than 
at  last  sale  on  high-grade  wools,  10  to  i5 
cents  off  on  lower  grades,  and  most  of  the 
offerings  have  not  been  sold.  The  pending 
miners'  strike  is  named  as  an  unfavorable  influ- 
ence. 

Rubber  is  selling  at  the  lowest  prices  on  rec- 
ord, 28  to  30  cents,  against  52  to  5.3  the  first  of 
this  year.  The  tire  companies  have  laid  off  a 
great  inany  people  and  arc  operating  at  about 
50  per  cent  of  capacity. 

The  silk  market  has  undergone  but  little 
change  since  the  heavy  decline  of  last  spring, 
when  prices  of  raw  silk  fell  about  65  per  cent 
from  the  high  point  of  last  winter.  The  price 
of  raw  silk  in  Japan  is  now  supported  by  a 
syndicate  which  is  backed  by  the  government. 

Hides  are  down  practically  to  pre-war  prices, 
and  the  demand  has  shown  little  or  no  recovery 
aajct. 

General  Trade  and  Industrial  Conditions. 

The  developments  of  the  month  have 
strengthened  the  general  conviction  that  the 
boom  period  in  prices  is  over,  and  the  country 
is  settling  down  to  conditions  more  normal 
than  those  which  prevailed  in  the  last  half  of 
i919  and  the  early  months  of  1920.  The  day  of 
competition  among  dealers  for  goods  at  any 
price  aad  am&ng  employers  for  laborers  at  any 


wage  has  passed.   There  is  good  buymg  power 

in  the  country  yet,  but  the  keen  edge  is  off; 
the  feeling  is  that  from  now  on  there  will  be 
enough  of  everything  to  go  around,  and  that 
most  things  will  be  cheaper  rather  than  dearer 
— all  of  which  is  good  reasoning.  War  con- 
ditions do  not  last  always.  Imports  in  the 
first  seven  months  of  this  vear  were  $3,481,- 
000,000  against  $1,954,000,000  in  the  same 
months  of  last  year.  The  crops  are  large  and 
the  cost  of  living  is  lower  than  last  year.  The 
argument  for  wage  increases  based  on  the  cost 
of  living  works  both  ways,  and  the  argument 
of  diminished  demand  for  goods  and  diminished 
employment  is  one  of  the  most  convincing  in 
the  world.  It  cannot  be  answered  or  put  aside. 
It  looks  everybody  in  the  face  until  something 
is  done  about  it. 

It  was  said  that  as  the  fall  opened  the  mer- 
chants would  have  to  order  good ;  to  take  care 
of  the  fall  trade  and  the  coming  spring  trade, 
but  there  has  been  no  rush  to  do  so  as  yet. 
Cotton  goods  business  started  up  rather 
sharply  after  Labor  Day,  but  the  moment 
prices  stiffened  up  the  demand  weakened;  then 
came  the  slash  of  33  1/3  per  cent  by  the  Amos- 
keag  Company  and  cuts  all  along  the  line,  with 
the  result  that  prices  are  more  unsettled  than 
before. 

In  woolen  goods  the  manufacturers  of  cloth 
have  cut  prices  15  to  20  per  cent,  and  import- 
ant houses  in  the  making-up  trades  have  an- 
nounced that  clothing  will  be  lower.  Under- 
wear and  knit  goods  are  in  an  unsettled  state, 
it  being  claimed  that  the  lower  cost  of  mate- 
rials do  not  compensate  for  recent  wage  in- 
creases. The  large  manufacturers  have  made 
no  move  for  wage-reductions  and  wish  to  avoid 
them.  The  reductions  thus  far  are  coming  out  of 
raw  materials  and  manufacturers'  profits. 

The  prospects  are  that  merchants  will  avoid 
large  commitments,  and  rely  upon  stocking  up  fre- 
quently. 

Quantity  Production  Necessary  to  Low  Prices. 

The  automobile  trade  has  experienced  a  fall- 
ing off  of  business,  and  Henry  Ford  has  re- 
sponded by  returning  to  the  pre-war  scale  of 
prices,  and  without  any  wage  reduction.  Mr. 
Ford  is  one  of  the  great  exponents  of  quantity 
production.  No  one  has  done  more  than  he  to 
demonstrate  its  economies,  so  this  policy  is 
what  might  have  been  expected  of  him.  One 
feature  of  modern,  capitalistic,  industry  which 
its  critics  do  not  appreciate  is  that  it  is  far 
more  interested  in  steady  production  than  the 
small  proprietor  of  former  times.  The  latter 
could  lay  off  his  force  jf  workmen  and  suffer 
practically  no  loss  but  the  loss  of  profits,  but 
a  plant  representing  an  investment  of  millions 
cannot  afford  either  to  be  idle  or  to  run  at 
only  a  part  of  its  capacity.    Big  industry  is  in- 


terestcd  in  getting  upon  a  stable  basis  as 
quickly  as  possible,  and  that  is  in  the  interest 
of  the  entire  community. 

Despite  the  fact  that  a  large  number  of 
wage-earners  have  been  laid  oflF  in  the  tire 
factories,  shoe  factories  and  textile  mills,  and 
that  local  trade  has  been  affected  to  some  ex- 
tent thereby,  the  percentage  of  unemployment 
the  country  over  is  small  and  not  likely  to  in- 
crease. Payments  through  banks  are  about  on 
a  level  with  a  year  ago,  and  throughout  the 
great  west  there  is  entire  confidence  in  the 
future.  The  railroads  have  accomplished  a  great 
improvement  in  efficiency,  and  handled  more 
freight  in  the  month  of  August  tiian  in  any  other 
August  on  record. 

A  Check  to  the  Downward  Movement. 

There  is  good  reason  to  think  that  in  the 
industries  that  have  been  most  disturbed  the 
price  reductions  'nave  gone  about  as  far  as  they 
will  in  the  near  future.  Other  industries  must 
expect  to  contribute  their  share  in  the  general 
readjustment,  and  the  more  readily  they  do  so 
the  better  all  around.  These  price  reductions 
have  not  yet  been  reflected  in  retail  prices 
everywhere,  but  that,  too,  is  a  development  on 
the  way  and  which  the  enterprising,  public-spirited 
merchant  will  want  to  hasten. 

There  is  always  difficulty  in  managing  a 
downward  movement.  Once  confidence  in 
prices  is  unsettled  suspicion  is  alert.  Buyers 
are  wary  at  any  price.  It  is  a  mistake,  how- 
ever, to  think  that  prices — at  least  the  average 
of  prices — may  slump  back  to  anything  like  pre- 
war figures.  They  have  almost  done  so  in 
some  lines,  but  these  prices  will  probably  re- 
cover a  part  of  the  lost  ground.  There  are 
too  many  factors  in  the  situation  to  permit  of 
complete  readjustment  at  once.  It  will  be  a 
time  process.  The  business  community  does 
not  like  the  idea  of  doing  business  on  a  declin- 
ing market,  but  that  is  the  prospect  for  sorne 
years  to  come,  and  business  must  plan  for  it. 
VVhere  retail  prices  reflect  all  the  reductions 
that  producers  have  been  obliged  to  take  the 
cost  of  living  will  be  materially  lower  than  it 
was  at  the  high  point,  but  it  will  still  be  a  long 
way  above  the  pre-war  level.  It  is  not  certain 
that  all  of  the  recent  reductions  can  be  main- 
tained; this  is  the  .season  when  food  is  cheap- 
est. A.  fair  start  has  been  made,  and  a  revival 
of  activity  in  the  trades  most  affected  is  desirable 
and  probable.  We  adhere  to  our  opinion  that 
there  is  too  much  employment  in  sight  in  this  coun- 
try, and  too  big  a  crop  in  the  barns,  for  a 
prolonged  period  of  depression. 

The  Credit  Situation. 


A  feeling  of  greater  ease  and  confidence  has 
characterized  the  money  market  during  the  past 
month.  Time  money  on  collateral  security  has 
been  in  more  liberal  supply,  and  as  low  as  8  per 


cent,  although  the  bulk  of  the  business  was  at  8J4 
and  Syi.  The  rate  on  commercial  paper  has  been 
steady  at  8  per  cent  with  but  little  doing  by  the 
New  York  City  banks.  Their  loans  are  closely 
confined  to  customers.  The  aiU  money  rate  has 
been  below  the  time  rate,  and  as  a  rule  about 
7  per  cent. 

Tlie  fact  that  the  first  month  of  the  fall  season 
has  been  passe<l  and  the  money  for  moving  the 
small  grain  crops  has  been  provided  without  seri- 
ously increasing  the  strain  lias  contributed  to  the 
easier  feeling.  So  far  as  the  grain  crops  arc  con- 
cerned the  worst  is  probably  over,  for  although 
only  a  small  portion  of  the  crop  has  been  moved, 
the  conditions  are  such  that  the  remainder  is 
likely  to  move  slowly  and  the  credit  in  use  will 
be  turned  over  and  over,  with  perhaps  no  more 
in  use  at  any  one  time  than  is  employed  now.  As 
the  farmers  sell,  the  banks  in  the  farming  districts 
come  into  funds  with  which  they  liquidate  loans 
at  the  centers,  and  thus  place  the  latter  in  shape 
to  continue  advances  upon  grain. 

Banking  Conditions. 

But  little  change  has  taken  place  in  the  banking 
situation  in  the  last  four  months,  or,  indeed,  this 
year.  On  June  4,  the  total  earning  assets  of  the 
twelve  Federal  Reserve  banks  was  $3,276,626,000 ; 
on  July  2,  the  total  was  $3,271,579,000;  on  August 
6,  $3,187,592,000;  on  September  3,  $3,364,9.36,- 
000;  on  September  24,  $3,309,588,000.  The  high 
record  for  the  system  since  its  organization  was 
that  of  September  3.  The  big  rise  in  loans  last 
year  was  after  September.  From  September  19, 
1919,  to  January  2,  1920,  the  earning  assets  of 
the  reserve  banks  increased  from  $2,349,971,000 
to  $3,181,808,000,  and  a  corresponding  rise  of 
prices  took  place. 

Some  people  say  the  increase  of  loans  last  year 
cau.sed  the  rise  of  prices  and  some  say  it  was  made 
necessary  by  the  rise  of  prices,  but  it  would  be  a 
more  accurate  statement  to  say  that  the  increase 
of  loans  financed  and  made  possible  the  rise  of 
prices.  If  credit  had  not  been  granted  so  freely 
there  would  have  been  less  competition  for  goods, 
materials  and  labor,  less  speculation  in  commodi- 
ties, and  possibly  some  temporary  curtailment  of 
industry  while  prices  were  finding  their  level,  just 
as  there  has  been  this  year.  It  is  impossible  to 
interrupt  a  rise  of  prices  without  causing  some 
unsettlement  in  business.  When  prices  are  rising 
people  overbuy,  anticipate  future  wants,  store  up 
raw  materials,  hire  labor  away  from  each  other, 
build  extensions,  etc.,  and  when  prices  begin  to 
fall  they  abstain  from  buying,  deplete  their  stocks, 
make  goods  only  on  order  and  ctJt  down  ex- 
penses. The  former  is  a  more  exhilarating  state 
of  business  than  the  latter,  but  sensible  people 
know  that  prices  cannot  be  always  advancing. 

The  influences  making  for  high  prices  last  j'ear 
were  stronger  than  now.  It  was  the  first  year  after 
the  war  and  the  markets  were  under  pressure  from 
a  flood  of  business  held  back  during  the  war.    The 


buying   of   clothing   was   on  a  great   scale  and 

the  foreign  demand  made  high  prices  for  food- 
stuffs, 'ihe  first  move  by  the  Federal  Reserve 
authorities  to  hold  the  expansion  of  credit  in 
check  was  made  in  November. 

The  Relations  of  Credit  to  Production. 

The  people  who  are  claiming  that  the  curtail- 
ment of  credit  will  interfere  with  production 
should  take  notice  that  the  great  rise  of  loans  last 
year  did  not  increase  production.  A  year  ago  the 
makers  of  goods  were  not  soliciting  orders;  they 
had  their  traveling  men  at  home,  and  their  activi- 
ties in  selling  goods  were  conlined  to  apportioning 
their  products  among  clamorous  buyers.  The  ef- 
fect of  the  abundance  of  credit  was  to  enable 
buyers  to  compete  freely  with  each  other  for 
materials  and  goods.  Instead  of  increasing  produc- 
tion jt  drove  up  prices.  Production  can  go  on  as 
well  on  one  level  of  prices  as  another,  when  condi- 
tions are  settled.  If  the  banking  authorities  allow 
the  volume  of  credit  to  be  adjusted  to  rising 
prices,  regardless  of  the  relation  of  credit  to 
reserves,  the  situation  will  run  away  with  itself 
every  time,  and  end  in  a  collapse  ruinous  to  all 
business. 

There  are  always  people  who  say  that  the 
bankers  who  try  to  hold  inflation  in  check  do  not 
know  their  business,  are  illiberal  or  guided  by 
sinister  motives.  History  repeats  itself  over  and 
over,  but  the  principle  that  the  volume  of  credit 
must  be  kept  in  proper  relation  to  banking  reserves 
and  that  prices  should  be  related  to  a  concrete 
standard  of  value  has  been  vindicated  always.  > 

Effect  of  Qold  Importations. 

One  explanation  of  the  easier  tone  in  the 
money  market  is  to  be  found  in  a  moderate 
increase  of  reserves,  due  to  importations  of 
gold  from  Paris  and  London.  The  lawful  re- 
serves of  the  reserve  banks  on  September  3 
aggregated  $2,117,957,000,  and  on  September 
24  they  aggregated  $2,151,59-1,000.  That  is  not 
as  large  a  gain  as  might  be  expected,  because 
while  we  were  receiving  imports  at  the  front 
door  we  were  losing  at  the  back  door  by  ex- 
ports to  Japan. 

It  is  expected  that  more  gold  will  come  from 
Paris  in  settlement  of  the  Anglo-French  loan, 
and  we  may  continue  to  get  some  of  the 
South  African  gold  from  London,  but  it  is  a 
mistake  to  count  upon  any  of  these  receipts 
to  ease  the  credit  situation.  It  will  be  a  mis- 
take to  allow  loans  to  increase  on  the  strength 
of  such  additions,  because  we  are  likely  to  lose 
all  that  we  get  and  more,  too,  and  if  we  allow 
loans  to  increase  on  such  an  unstable  basis  we 
probably  will  find  ourselves  compelled  later  on 
to  reduce  them.  The  payment  of  the  Anglo- 
French  loan  is  not  a  recurring  event,  and  in  the 
present  state  of  world  trade  we  are  more  likely 
to  lose  gold  than  acquire  it.    Under  these  con- 


ditions it  is  unsafe  to  increase  credits.  The 
country  is.  taking  the  only  practicable  steps 
towara  relief  from  tight  money  by  lowering 
prices,  and  all  the  ground  gained  in  that  direc- 
tion should  be  tenaciously  held.  What  goes 
up  must  come  down,  as  a  rule,  and  the  problem 
is  to  get  down  without  disaster. 

Tlie  Process  of  Deflation. 

Despite  the  complaints  made  of  injury  done 
by  credit  curtailment  the  record  shows  that 
tnere  has  been  no  reduction  of  bank  loans  as 
yet.  The  loans  of  the  reserve  banks  have 
averaged  higher  in  the  last  month  than  in  any 
other  month  since  the  banks  were  established, 
and  the  loans  of  member  banks  have  also  been 
at  the  top  notch.  On  September  10,  the  loans 
of  member  banks  reporting  to  the  Federal  Re- 
serve board  aggregated  $lb,923 ,467,000,  against 
$15,457,705,000  on  September  12,  1919,  an  in- 
crease of  $1,465,000,000.  There  has  been  no 
increase  of  production  to  correspond  with  this. 
The  effort  to  increase  production  by  expanding 
credit  in  a  period  of  rising  prices  is  precisely 
like  the  efforts  of  a  kitten  to  catch  its  own  tail. 
The  more  credit  is  granted  the  higher  prices 
will  be  and  greater  will  be  the  demand  for  more 
loans. 

The  efforts  of  the  banks  up  to  this  time  have 
accomplished  no  more  than  the  prevention  of 
further  expansion.  With  the  decline  of  prices 
however  it  should  be  possible  to  accomplish 
some  degree  of  deflation.  There  should  be 
no  relinquishment  of  that  purpose  until  the  bill- 
holdings  of  the  reserve  banks  are  far  below 
their  present  proportions.  It  cannot  be  too 
often  repeated  that  the  reserve  banks  were  in- 
tended to  hold  reserve  resources  for  use  in 
emergencies  and  to  meet  seasonal  require- 
ments. They  were  not  intended  to  be  loaned 
up  to  the  limit  in  normal  times.  It  should  be 
the  purpose  of  every  banker  to  reduce  his  re- 
quirements upon  them  to  this  basis. 

Foreign  Exchanges. 

The  foreign  exchanges  nearly  all  suffered  some 
decline  during  the  month.  The  changes  are 
shown  by  the  following  table: 

Rate  in  Rate  in  Change 

Unit  cents  cents  from  Depre- 

Value  Aug.  26  Sept.  27  par  ciation 

Canada  1.00  .8887         .9020  .0980  9.80' 

Germany    2382  .0210         .0163  .2219  93.16 

Italy    _.     .1930  .0467         .0420  .1510  78.24 

Belgium   1930  .0755         .0706  .1224  63.42 

France    1930  .0706         .0668  .1262  65.39 

England   4.8665  3.59  3.4925  1.3740  28.23 

Switzerland...     .1930  .1655         .1608  .0322  16.68 

Holland  4020  .3175         .3108  .0912  22.69 

Denmarlc    2680  .1420         .1375  .1305  48.69 

Norway  2680  .1420         .1370  .1310  48.88 

Sweden   2680  .2030         .2002  .0678  25.30 

Spain   1930  .1512         .1470  .0460  23.83 

ArgenUne  9648  .8475         .8500  .1148  11.90 

Japan    4985  .6150         .6140  •.0166  8.101 

•  Premium.  ' 


Canadian  Trade  and  Excbance. 

Canadian  government  figures  for  the  trade  o( 
that  country  with  the  United  States  for  the  year 
ended  with  July  show  imports  of  $881,147,000 
and  exports  of  $537,000,000,  with  a  balance  in 
favor  of  the  United  States  of  $344,000,000.  Not- 
withstanding the  adverse  excliange  rates  wliich 
prevailed  throughout  the  year,  imports  from  the 
United  States  increased  $186,289,285  over  the 
preceding  year  while  exports  to  the  United  States 
increased  $75,363,570.  Here  is  the  explanation 
of  the  fact  that  the  Canadian  dollar  is  at  a  dis- 
count of  about  ten  per  cent  compared  with  the 
United  States  dollar,  although  the  gold  parities 
are  the  same.  It  is  a  problem  all  the  time  in 
Canada  how  to  find  means  of  making  payments 
in  the  United  States.  The  ordinary  trade  move- 
ment does  not  suffice.  Just  now,  however,  a  new 
factor  is  developing  in  the  situation,  which  is  the 
new  Canadian  crop.  For  the  first  time  in  several 
years  the  crop  is  free  to  move  as  the  owners 
please  and  there  is  no  tariff  barrier  against  the 
movement  of  wheat  and  flour  into  the  United 
States.  The  result  is  that  the  premium  on  the 
United  States  dollar  amounts  to  a  bounty  on  ship- 
ments to  this  country. 

With  the  wheat  markets  on  the  same  level,  or 
near  it,  the  Canadian  miller  can  undersell  the 
American  miller  in  this  market,  unless  the 
latter  also  grinds  Canadian  wheat.  Under 
these  conditions  it  would  seem  that  either  Cana- 
dian wheat  must  rise  or  the  premium  on  Ameri- 
can exchange  must  decline.  We  suggest  to  busi- 
ness men  in  the  United  States  who  have  been  ac- 
cumulating funds  in  Canada  because  of  the  ex- 
change situation,  that  they  investigate  the  possi- 
bility of  converting  such  funds  into  wheat  and 
sell  tlie  latter  to  millers  on  this  side  of  the  line. 

There  is,  however,  still  another  factor  in  the 
situation.  Canada's  entire  foreign  trade  in  the 
twelve  months  ended  with  July  consisted  of : 
exports,  $1,264,463,537;  imports,  $1,253,191,735. 
This  is  practically  a  stand-ofT  on  the  movement  of 
commodities,  but  Canada  is  a  debtor  country  on 
capital  account,  with  a  large  sum  of  interest  to 
pay  in  England  and  in  the  United  States.  On 
the  whole  account  therefore  it  must  find  some 
other  means  of  making  settlement  or  its  ex- 
changes will  drag. 

Immigration  is  strong  and  is  bringing  in  con- 
siderable capital ;  borrowing  in  one  form  or  an- 
other will  have  to  supply  the  remainder,  but  it 
remains  to  be  seen  whether  the  funds  will  be  avail- 
able in  such  a  way  as  to  sustain  the  exchanges. 
The  Canadian  authorities  are  hoping  for  about 
500,000  immigrants  per  year,  which  at  $100  per 
head  would  bring  in  $50,000,000.  The  record  for 
immigration  in  Canada  was  402,000,  in  1913. 

Anslo-French  Loan. 

Five  years  have  passed  since  the  Anglo-French 
loan  of  $500,000,000  was  issued.  Now  that  both 
of  the  borrowing  governments  have  announced 


that  they  have  completed  their  arrangements  for 
payment  in  full  on  the  15th  of  this  month,  it  is 
pertinent  to  recall  some  of  the  dismal  prophecies 
that  were  made  at  the  time  of  issue.  A  great 
many  people  were  very  sure  that  both  countries 
were  even  then  hopelessly  bankrupt,  and  that  the 
investors  would  never  see  their  money  again.  The 
war  lasted  for  three  years  longer,  with  expendi- 
tures constantly  increasing,  and  the  two  years, 
nearly,  that  have  passed  since  the  war  ended  have 
been  almost  as  cx])cnsive  as  the  early  years  of  the 
war,  and  yet  the  lenders  are  to  have  their  money 
on  the  due  date,  according  to  promise.  Moreover, 
industrial  and  financial  conditions  in  both  coun- 
tries have  been  steadily  improving.  It  is  true 
that  much  unrest  and  confusion  exists,  and  that 
this  retards  recovery,  but  in  view  of  what  has 
been  accomplished  there  is  reason  for  confidence 
rather  than  pessimism.  The  peoples"  of  Europe 
can  ruin  themselves  by  destroying  the  industrial 
organization  if  they  are  determined  to  do  so,  but 
on  the  other  hand  there  is  no  reason  to  doubt 
that  they  can  work  out  of  their  troubles  if  they 
set  themselves  to  the  task. 

The  French  Payments. 

France  is  meeting  its  portion  of  the  joint  loan 
in  part  by  the  flotation  of  a  new  loan  of  $100,- 
000,000  in  this  market  and  in  part  by  shipping 
gold;  the  other  arrangements  are  not  puWicly 
known,  but  presumably  from  $50,000,000  to  $75,- 
000,000  is  provided  by  the  sale  of  American  se- 
curities acquired  from  French  holders  or  by  the 
purchase  of  New  York  exchange  in  the  London 
market.  We  do  not  hesitate  to  express  our  re- 
gret that  it  has  been  necessary  for  France  to 
either  ship  gold  or  buy  exchange  at  the  presei'.t 
very  high  rates,  which  require  the  payment  of 
about  tiirec  times  the  sum  in  francs  that  in  normal 
times  would  be  necessary  to  extinguish  a  similar 
debt  in  dollars.  Before  the  war  a  franc  counted 
approximately  as  19.3  cents  in  making  payments 
in  dollars ;  now  it  is  counting  as  less  than  7  cent.-?. 
The  United  States  does  not  get  the  difTerence, 
but  France  loses  it  by  being  obliged  to  acquire 
exchange  on  the  United  States  at  this  time. 
Moreover,  the  efforts  of  the  French  government 
to  acquire  New  York  exchange  have  tended  to 
depress  the  value  of  the  franc  in  relation  to  the 
dollar,  and  thus  make  American  goods  cost  more 
to  French  buyers. 

And  so  it  may  be  said  of  the  gold  that  is  shipped 
that  the  United  States  does  rot  need  it  while 
France  does.  This  gold  should  not  be  allowed 
to  become  the  basis  of  new  credits,  for  our  task 
now  is  to  reduce  the  volume  of  outstanding  credit. 

The  British  Payments. 

Similar  comments  may  be  m.ide  upon  the  pay- 
ment of  England's  half  of  the  loan.  It  is  un- 
fortunate that  England  was  obliged  to  pay  her 
share  of  the  loan  at  this  time.  The  acquisition 
of  New  York  exchange  for  il.is  purpose  has  been 
in  wliole  or  in  part  responsible  for  the  fall  in 
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the  value  of  the  pound  sterling  from  around  $4.00 
to  around  $3.50,  which  makes  it  just  so  much 
harder  to  sell  American  products  wherever  the 
pound  sterling  is  the  standard  of  value.  The  gold 
that  has  been  received  from  England  has  gone 
into  our  reserves,  but  the  present  volume  of  bank 
credits  is  about  the  same  as  before  it  was  received. 
Some  of  it  has  been  exported,  and  to  that  ex- 
tent it  may  have  been  serviceable  in  preventing  a 
reduction  of  our  reserves  at  this  time,  but  on  tlie 
other  hand,  so  intricate  are  the  workings  of  the 
international  exchanges  that  the  very  movement 
of  gold  from  England  to  the  United  States,  by 
disturbing  the  international  equilibrium,  may 
cause  a  movement  of  gold  from  the  United  States 
to  some  other  country. 

Loaiu  Should  Have  Been  Renewed. 

The  fact  is  that  the  best  interests  of  all  coun- 
tries would  have  been  served  by  a  renewal  or  re- 
placement of  the  Anglo-French  loan  for  another 
tive-year  period.  It  would  have  assisted  France 
in  her  recovery  and  helped  England  to  extend 
more  credit  to  continental  Europe,  and  have 
.served  both  ways  in  getting  the  world  back  to 
rights.  Why  didn't  we  do  it  ?  Simply  because  the 
number  of  persons  who  understood  these  relation- 
ships was  too  few  to  enable  the  thing  to  be  done. 
The  available  capital  v/as  insufficient.  The  $100,- 
000,000  borrowed  by  France  costs  over  9  per 
cent  interest,  and  if  the  offering  had  been  $500,- 
000,000  nobody  can  say  what  the  rate  would 
have  had  to  be  to  bring  the  subscriptions.  It 
would  have  been  an  impracticable  attempt,  and 
England  chose  not  to  enter  the  market  at  all.  The 
trouble  is  that  we  are  not  accumulating  capital 
fast  enough  to  play  the  helpful  part  in  world 
affairs  that  we  ought  to  be  playing  at  this  time. 
We  ought  to  be  granting  credits  to  Italy,  Ger- 
many, Austria,  Poland,  Czecho- Slovakia,  and 
other  countries  to  enable  them  to  buy  raw  mate- 
rials for  their  industries  and  get  back  to  steady 
work.  As  a  people  we  are  spending  too  much  on 
unnecessary  things  and  investing  too  much  in  un- 
necessary and  often  ill-advised  enterprises,  like 
some  of  the  companies  in  the  west  referred  to 
elsewhere.  A  deplorable  amount  of  waste  is  go- 
ing on  while  the  world  society  seems  to  tremble 
upon  the  very  brink  of  dissolution  for  lack  of  ef- 
fective co-operation. 

A  conference  is  now  in  session  in  Brussels  to 
consider  international  financial  relations,  but  there 
is  not  much  that  Europe  alone  can  do  to  improve 
those  relations.  The  United  States,  with  an  in- 
dustrial capacity  nearly  equal  to  that  of  all  the 
rest  of  the  world  put  together,  is  a  necessary  fac- 
tor in  world  reconstruction. 

It  may  be  stated  in  this  connection  that  Eng- 
land is  doing  much  more  than  the  United  States 
through  investments  on  the  continent  and  by 
supplying  raw  materials  upon  arrangements  by 
which  it  receives  payment  in  finished  goods.  It 
is  not  strange  that  this  should  be  so,  for  the  busi- 


ness men  of  England  are  experienced  world 
traders,  are  nearer  to  the  situation  and  have  a 
better  knowledge  of  it,  but  in  view  of  England's 
expenditures  in  the  last  five  years  and  her  own 
scarcity  of  capital  it  is  a  notable  and  highly  cred- 
itable fact.  It  is  a  display  of  enterprise  of  the 
most  constructive  kind. 

Production,  Wa^es  and  Profits. 

The  manner  in  which  international  interests  and 
all  social  interests  are  allied  and  are  reflected  in 
the  exchanges  is  illustrated  by  the  effect  of  the 
British  coal  strike  upon  New  York  exchange. 
Messrs.  S.  Montague  &  Co.,  London  brokers,  state 
in  their  weekly  circular  letter  that  the  fact  that  a 
strike  was  imminent  caused  a  demand  to  spring 
up  in  London  for  New  York  funds  from  neigh- 
boring countries  accustomed  to  rely  upon  Eng- 
land for  coal,  but  who  wished  to  make  arrange- 
ments to  buy  coal  in  America.  The  London  Times 
commented  upon  the  circumstance  as  follows : 

A  moment's  consideration  of  what  this  means  to 
the  community  at  large  is  seriously  worth  while.  This 
emergency  demand  for  dollars  has  inevitably  forced 
down  sterling  exchange  on  New  York,  with  the  result 
that,  quite  apart  from  all  the  loss  that  would  be  in- 
curred to  our  industries  by  a  coal  stoppage,  the  mere 
threat  is  causing  us  to  pay  more  pounds  F.terling  for 
the  vast  amount  of  wheat,  cotton,  and  other  prime 
necessaries  that  we  import  from  America.  In  other 
words,  as  wages  can  be  measured  only  by  their  pur- 
chasing value,  those  responsible  for  the  strike  move- 
ment have  already  set  in  motion  a  force  for  lessening 
the  value  of  wages.  It  is  a  truism,  but  one  that  can- 
not too  often  be  repeated,  that  the  primary  need  be- 
fore the  country  if  the  lot  of  the  worker  Is  to  be  last- 
ingly Improved,  and  not  merely  met  by  rises  In  wages 
offset  by  corresponding  reductions  In  their  relative 
purchasing  power,  is  an  increase  in  production.  How 
utterly  useless  Is  an  increased  distribution  of  currency 
unattended  by  increased  production  (i.  e.,  real  wealth) 
may  be  seen  from  present-day  events  in  Russia.  It  is 
understood  that  within  Soviet  Russia  3,000,000,000 
roubles  (the  formt^r  value  of  the  rouble  was  50  cents) 
In  notes  are  printed  daily,  or  a  sum  equal,  at  the  gold 
par  of  exchange,  to  £  2  per  head  for  every  man, 
woman  and  child  In  that  country.  But  the  Inevitable 
effect  has  been  to  drive  down  the  real  value  of  the  cur- 
rency to  near  vanishing  point.  For  instance.  It  re- 
quires to-day  about  15,000  paper  roubles  to  purchase 
goods  In  England  of  the  value  of  £1.  and  It  would 
require  an  income  of  something  like  2,000.000  Soviet 
roubles  for  the  Russian  workman  to  live  in  moderate 
comfort. 

The  Argentine  Exclianges. 

The  exchanges  have  run  strongly  against 
Argentina  in  recent  months.  The  months  that 
are  summer  here  are  winter  there  and  the  dull 
season  for  exports.  The  movement  of  grain  was 
very  heavy  following  the  harvest  last  December, 
but  there  has  been  little  to  ship  of  late.  A  consid- 
erable amount  of  low  grade  wool  is  on  hand,  but 
there  is  little  demand  for  that  kind  of  wool.  The 
slump  in  wool  and  hides  is  a  serious  matter  to 
Argentina,  although  general  business  is  in  good 
condition  as  a  result  of  the  high  prices  received 
for  all  products  in  recent  years. 

Several  months  ago  the  Argentine  government, 
which  had  been  steadying  exchange  rates  on  New 
York  by  supplying  drafts  against  a  credit  which 
it  had  in  the  Federal  Reserve  Bank  here  discon- 
tinued the  practice,  with  the  result  that  New  York 
exchange  in  Buenos  Aires  shot  up  to  a  premium  of 


10  to  20  per  cent.  The  latter  part  of  August  the 
government  gave  some  relief  to  the  situation  by 
resunung  the  sale  of  drafts  for  specific  trade  pay- 
ments, reserving  the  right  to  examine  the  books 
of  applicants  for  first-hand  knowledge  of  the  pur- 
pose that  is  served.  One  shipment  of  over  a  mil- 
lion of  gold  from  Buenos  Aires  has  also  been  re- 
ported. These  sales  appear  to  ha%-e  been  so  re- 
stricted as  to  liave  met  the  needs  in  only  a  small 
degree,  as  Newr  York  exdiangc  is  still  worth 
about  $1.18  at  Buenos  Aires,  against  the  normal 
price  of  about  $1.03.  This  rate  is  operating  to  the 
injury  of  American  trade  in  that  quarter. 

The  Argentine  situation  should  improve  in  the 
early  winter,  when  the  new  wool  clip  will  be  ready 
for  market  and  the  grain  crops  are  harvested,  but 
in  view  of  the  fact  that  last  spring's  clip  of  wool  in 
the  United  States  is  still  mainly  in  the  hands  of 
growers  the  prospects  for  selling  wool  in  this 
country  are  not  bright. 

Other  Gold  Importations. 

The  Federal  Reserve  Bank  of  New  York  has 
given  out  that  it  will  remove  to  this  country  the 
gold,  amounting  to  $111,000,000  which  has  been 
for  some  time  carried  in  the  custody  of  the 
Bank  of  England.  This  gold  is  what  remains  of 
about  $173,000,000  received  from  the  German 
government  about  a  year  ago  by  the  United 
States  Grain  Corporation.  The  original  sum 
has  been  reduced  by  sales  on  behalf  of  American 
importers,  who  took  that  method  of  payment 
where  there  was  gain  in  doing  so.  These  sales 
having  ceased  it  has  been  determined  to  bring 
the  remainder  of  the  stock  to  this  country.  As 
this  gold  is  already  carried  as  part  of  the  reserves 
of  the  reserve  system  its  transfer  will  make  no 
difference  in  its  resources. 

Borrowing  to  Pay  Old  Debts. 

We  are  in  receipt  of  an  inquiry  from  a  corre- 
spondent as  to  the  merit  of  a  sugijestion  that  the 
obligations  aggregating  $10,000,000,000  owing  by 
nations  of  Europe  to  the  government  of  the 
United  States  be  put  into  the  form  of  bonds  of 
varying  maturities  and  sold  to  the  investing  pub- 
lic of  this  country,  thus  providing  funds  with 
which  to  reduce  the  outstanding  public  debt  of  the 
United  States  government  and  particularly  for 
the  purpose  of  relieving  the  banks  of  their  hold- 
ings of  Liberty  Bonds  and  of  loans  secured  by 
such  bonds. 

The  inquiry  quotes  a  newspaper  editorial  as 
saying  that  the  "recent  oversubscription  of  such 
new  securities  as  Armour  &  Co.,  General  Motors 
and  Swiss  and  French  governments"  indicates  that 
the  proposed  offering  would  be  quickly  absorbed. 

Answering  the  inquiry  we  would  say  that  the 
total  of  the  Armour,  General  Motors,  French  and 
Swiss  government  flotations  referred  to  was 
$249,000,000  and  the  rate  of  interest  at  which  the 
notes  were  floated  was  approximately  8  per  cent. 


The  fact  that  the  market  was  able  to  absorb  these 
issues  does  not  prove  its  ability  to  take  $10,000,- 
000,000. 

Unless  the  foreign  bonds  were  guaranteed  by 
the  United  States  government  they  could  not  be 
sold,  even  in  small  offerings,  except  at  interest 
rates  very  much  higher  than  are  now  running  to 
the  United  States  government,  wiiich  at  this  time 
would  be  a  great  hardship  to  the  debtor  countries. 

The  proposition  offers  no  relief.  It  would  dip 
out  of  the  same  pool  into  which  it  would  pour. 
It  proposes  the  expenditure  of  a  great  amount  of 
labor  and  money  to  induce  the  American  people 
to  take  up  a  new  issue  of  bonds  to  pay  off  an  old 
issue  which  they  now  hold.  There  is  no  new 
money  in  sight  anywhere  except  the  current  accu- 
mulations, and  they  might  be  as  well  applied  in 
payment  of  the  old  bonds  direct  as  for  the  pur- 
chase of  new  ones. 

As  a  matter  of  fact,  current  earnings  are  be- 
ing so  applied.  The  amount  of  Liberty  Bonds 
and  of  loans  secured  by  them  in  the  hands  of 
banks  is  being  reduced,  but  all  of  the  current 
earnings  of  the  country  cannot  be  so  applied. 
Sudt  issues  as  the  Armour  offerings  referred  to 
are  necessary  to  the  expansion  of  the  industries. 
Indeed,  the  purpose  of  the  Armour  issue  was  to 
reduce  the  company's  borrowings  at  banks,  and 
the  capital  thus  provided  accomplished  as  much 
in  liquidating  the  credit  situation  as  though  it 
had  been  applied  on  the  government  debt. 

Postal  Savings  Proposals. 

The  scheme  to  attract  more  funds  to  the  postal 
savings  banks  by  raising  the  interest  rate  invites 
similar  comment.  There  is  no  gain  in  attracting 
money  to  the  postal  banks  from  other  savings 
banks,  and  no  good  reason  to  believe  that  the 
amount  of  savings  would  be  increased.  The 
war  savings  stamps,  which  are  sold  at  the  post 
offices,  afford  a  higher  rate  of  interest.  The  postal 
savings  system  has  never  realized  the  expectations 
of  its  promoters,  who  prophesied  that  it  would 
receive  billions  of  hoarded  funds  in  short  order. 
It  has  been  in  operation  about  ten  years,  and  there 
is  no  evidence  that  any  large  amount  of  its  receipts 
have  come  from  hoards.  At  the  present  rate  of 
return  on  government  bonds  the  government  of 
course  could  afford  to  pay  a  higher  rate  of  in- 
terest at  the  postal  banks,  but  the  present  return 
on  government  bonds  is  something  temporary; 
before  many  years  the  government  will  be  re- 
funding its  debt  at  a  rate  probably  below  that 
which  the  postal  savings  enthusiasts  are  proposing 
to  pay.  The  government  does  not  adapt  its  poli- 
cies to  changed  conditions  at  all  readily,  as  wit- 
ness the  exchange  rates  maintained  by  the  post 
office  department,  and  it  is  doubtful  policy  for  it 
to  change  its  postal  savings  policies  to  suit  tem- 
porary conditions. 

It  should  be  always  borne  in  mind  as  a  funda- 
mental condition  of  sound  and  helpful  banking 
that  the  savings  or  deposits  of  each  community 


should  be  invested  in  that  community.  Here  is 
the  weakness  in  the  whole  postal  savings  scheme ; 
there  is  always  the  danger  that  the  deposits  will 
be  at  the  disposal  of  a  central  board  at  Washing- 
ton, who  will  handle  them  without  any  regard 
for  the  local  interests  of  the  communities  to  which 
the  funds  belong.  The  local  savings  banks  gen- 
erally are  large  lenders  of  money  upon  real  estate 
mortgages,  and  this  proposal  to  divert  savings 
from  the  local  banks  to  finance  the  affairs  of  the 
Federal  government  might  seriously  deplete  the 
funds  available  for  local  building  operations. 

Great  Lakes — St.  Lawrence  Project. 

The  International  Joint  Commission,  which 
was  created  to  assist  in  dealing  with  all  questions 
of  mutual  concern  related  to  the  water-ways 
which  form  the  boundary  between  the  United 
States  and  Canada,  pursuant  to  instructions  from 
both  governments  is  conducting  a  series  of  hear- 
ings in  important  cities  of  both  fcountries,  to  take 
opinions  and  gain  information  upon  a  project  for 
improving  the  St.  Lawrence  river  to  permit  its 
use  by  vessels  drawing  25  feet  or  more  of  water. 
Sessions  will  be  held  in  New  York  City  and  Bos- 
ton during  this  month,  and  the  conunercial  bodies 
of  these  cities  will  no  doubt  show  an  active  in- 
terest in  them. 

This  project  is  being  energetically  pushed  by 
an  organization  known  as  the  "Great  Lakes- St. 
Lawrence  Tidewater  Association,"  of  which  H. 
C.  Gardner,  of  Chicago,  is  president,  and  Charles 
P.  Craig,  of  Duluth,  is  vice-president  and  execu- 
tive director.  Meetings  have  been  held  in  several 
western  cities  and  attended  by  delegates  from  the 
states  bordering  upon  and  tributary  to  the  great 
lakes,  and  a  notable  degree  of  interest  has  been 
developed.  The  delay  in  moving  last  year's  crops, 
owing  to  the  congested  state  of  the  railroads  has 
greatly  stimulated  this  interest,  and  it  is  apparent 
that  in  a  dozen  or  more  states  sentiment  is  strong 
for  co-operative  action  by  the  two  governments 
to  create  an  effective  waterway  from  the  chain  of 
lakes  to  the  sea.  These  states  are  strong  in  the 
national  Congress  and  evidently  intend  to  push  the 
project  aggressively.  It  is  a  subject  therefore 
which  should  have  careful  consideration  upon  its 
merits. 

Di9advantaj;es  of  the  Waterway. 

The  St.  Lawrence  as  a  route  to  the  ocean  is 
under  some  serious  handicaps  as  compared  with 
the  rotites  through  the  Atlantic  ports  of  this  coun- 
try. It  is  closed  by  ice  part  of  the  year  and  when 
ojjen  is  subject  to  fogs  which  make  navigation 
hazardous  and  increase  insurance  charges.  Nev- 
ertheless, it  is  probable  that  if  ocean-going  ships 
of  5.000  to  10.000  tons  were  able  to  enter  the 
great  lakes  they  would  become  an  important  fac- 
tor in  moving  the  grain  exports  of  the  northwest 
and  would  develop  considerable  other  traffic. 

The  Canadian  government  has  spent  money 
freely  in  the  past  upon  the  St.  Lawrence  route, 


and  is  committed  to  large  expenditures  in  the  fu- 
ture. It  is  now  engaged  in  reconstructing  the 
Welland  Canal,  to  give  it  a  depth  of  25  feet, 
which  will  cost  $75,000,000  to  $100,000,000.  That 
work  is  about  one-third  done,  and  it  will  be  of 
small  service  unless  the  St.  Lawrence  is  made 
navigable  at  a  similar  depth.  From  the  foot  of 
Lake  Ontario  to  tidewater  at  or  near  Montreal  is 
181  miles  by  the  river,  of  which  113  is  interna- 
tional boundary.  It  is  said  that  expenditures  re- 
quired to  make  the  river  navigable  would  be  con- 
fined to  46  miles  of  the  181,  or  a  distance  of  about 
the  length  of  the  Panama  Canal.  Argument  for 
the  feasibility  of  the  project  centers  largely  upon 
the  claim  that  the  improvement  of  a  compara- 
tively short  stretch  of  river  will  connect  large 
bodies  of  navigable  water. 

Power  Possibilities. 

The  project  has  another  interesting  feature, 
which  in  the  minds  of  many  people  is  of  even 
greater  importance  than  the  waterway.  In  the 
international  section  the  river  falls  91  feet  in  65 
miles,  of  which  48  feet  is  in  12  miles,  and  in  the 
Canadian  section  it  falls  130  feet  in  70  miles,  of 
which  129  feet  is  in  two  istretches  of  14  and  Syi 
miles  each.  The  St.  Lawrence  has  a  heavy  flow 
of  water,  remarkably  uniform  in  volume  through- 
out the  year,  and  it  is  estimated  that  improve- 
ments which  would  make  the  river  navisjable 
could  be  made  to  produce  approximately  4,000,000 
horsepower  between  Lake  Ontario  and  Montreal, 
the  income  from  which  w'ould  pay  interest  upon 
the  entire  expenditure.  Estimates  on  the  required 
improvements  are  from  $250,000,000  to  $300,- 
000,000. 

The  power  would  be  easily  within  serving  dis- 
tance of  the  upper  half  of  New  York  state,  in- 
cluding the  cities  along  the  Erie  Canal,  and  prob- 
ably could  be  used  advantageously  in  New  York 
City  and  in  a  large  part  of  New  England.  If  the 
project  is  as  feasible  as  represented  it  would  ef- 
fect a  very  large  reduction  in  coal  consumption 
and  probably  in  the  cost  of  power  to  the  indus- 
tries. This  feature  of  the  proposition  obviously 
is  more  interesting  to  New  York  state  than  the 
water-way,  but  on  the  other  hand  the  west  is 
chiefly  interested  in  the  latter. 

There  appears  to  be  a  feeling  in  some  quarters 
that  New  York  City  and  state  are  likely  to  oppose 
the  project  as  inimical  to  the  Erie  Canal,  but 
opposition  upon  this  ground  would  not  be  justi- 
fied. In  the  first  place.  New  York  has  nothing  to 
fear  from  any  development  which  benefits  the 
west.  Its  interests  are  one  with  the  interests  of 
the  whole  country.  The  position  of  New  York  is 
secure ;  its  relations  with  the  west  will  not  be  seri- 
ously affected  by  any  movement  of  freight  either 
by  way  of  the  St.  Lawrence  or  the  Mississippi. 
It  would  be  short-sighted,  and  unworthy  of  the 
city's  position  and  prestige,  to  ever  take  any  other 
view  of  the  relations  between  this  city  and  the 
west. 


The  project  is  one  which  as  presented  seems 
to  have  imiwrtant  possibilities.  It  involves  too 
hixge  an  expenditure  of  money  to  be  undertaken 
carelessly  in  these  days  of  high  construction  costs, 
but  it  deserves  to  have  its  merits  investigated.  The 
War  Departinent  engineers  have  it  in  hand  now, 
but  the  interests  of  New  York  state  are  so  great 
that  it  would  seem  to  be  both  proper  and  desir- 
able that  the  state,  through  either  its  ofiicial  or 
commercial  bodies,  should  take  steps  to  participate 
in  the  inquiry,  particularly  as  to  the  probable  out- 
lay and  the  amount  and  cost  of  the  power  that 
might  become  available. 

Wasteful  Promotions. 

We  have  referred  heretofore  to  the  speculative 
flotations  of  local  corporation  stocks  which  have 
been  going  on  in  many  parts  of  the  country  since 
the  end  of  the  war  and  even  before,  and  which 
have  had  much  to  do  with  the  present  tight  credit 
condition.  In  the  state  of  Iowa  at  this  time  two 
new  companies  organized  for  meat-packing  are 
in  the  hands  of  the  courts,  and  investigation  into 
their  affairs  has  revealed  scandalous  expenditures 
in  promotion. 

The  Midland  Packing  Company  of  Sioux  City 
sold  stodc  amounting  in  face  value  to  $8,422,300, 
upon  which  it  appears  to  have  received  $6,272,533, 
and  is  holding  uncollected  subscriptions  for  the 
balance.  The  amount  received  is  accounted  for  as 
follows : 

Promotion  expenses  $2,[iGl,S14 

Packing    plant    3.158,897 

Note  discounts  « 3S2.000 

Salaries 1 17,035 

Organization   expenses   „........„....» '3,000 

Traveling,   entertaining,   etc 11.787 

Ofllco   expense   38,000 

In  addition  to  the  foregoing  there  is  an  operat- 
ing loss  of  $205,863.64,  which  indicates  that  the 
company  actually  reached  the  stage  of  producing 
meats.  The  other  company,  known  as  the  "Asso- 
ciated Packing  Company,"  of  Des  Moines,  did  not 
get  quite  so  far,  having  sold  only  $3,800,000  of 
stock,  and  having  gone  no  farther  in  constnietion 
than  to  acquire  a  set  of  blue  prints.  Expenditures 
for  promotion  have  been  on  a  similar  scale. 

Selling  Packing:  Stocks  to  Farmers. 

Tliese  stocks  were  sold  mainly  to  farmers,  upon 
the  representation  that  the  undertakings  were  of 
the  nature  of  co-operative  enterprises,  and  the 
ground  was  well  prepared  by  the  exaggerated  re- 
ports that  have  been  in  circulation  about  the 
profits  of  the  packing  industry.  The  investors 
could  have  bought  the  stocks  of  the  long-estab- 
lished Chicago  companies  in  the  open  market  at 
less  than  their  book  value  at  the  very  time  they 
were  making  their  subscriptions  to  these  new  con- 
cerns. 

The  farmers  bought  in  blocks  frequently  of 
$5,000  and  $10,000,  and  gave  their  notes  which 


were  discounted  in  neighbor]  rg  banks,  where  they 
will  iiavc  to  be  held  until  they  are  paid  off  by  the 
produce  of  the  farms. 

Some  of  the  arguments  used  in  selling  stock 
are  summarized  below  from  the  testimony  of  a 
farmer.    They  told  him — 

That  Frlsby  (who  was  to  be  manager  ot  opera- 
tions) had  been  with  Swift  &  Co.  for  ten  yeai-s.  and 
that  he  made  )10,000,000  a  year  for  that  company. 

That  Frlsby  had  bought  meat  for  the  governmenL 

That  the  packing  company  site  Included  a  "chain 
of  lakes,"  and  that  the  company  bod  Its  own  water 
and  lis  own  Ice  supply. 

That  the  packing  company  had  an  Icehouse  full  of 
Ice. 

That  the  comp.iny  had  ten  carloads  of  machinery 
on  the  grounds  or  on  the  way  to  Des  Moines,  all  pur- 
chased   "before   the  t^ise." 

That  two  carloads  of  hogs  In  1921  would  pay  for 
all  of  Young's  stock  ($7,500  worth). 

That  the  company's  promotion  work  cost  only  5 
per  cent,  and  that  out  of  every  $100  worth  of  stock. 
$95  or  more  actually  v/ent  to  the  company. 

That  fifty  shares  of  packing  company  stock  would 
make  more  money  for  Young   than   his   farm. 

That  there  was  no  stock  for  sale  In  packing  com- 
panies now  operating,  and  that  Associated  Packing 
company  stock  would  be  worth  $200  a  share  a  year 
from  the  date  of  the  conversation. 

That  the  icehouse  would  pay  dividends  "this  ye.ar" 
(1920). 

That  they  didn't  want  business  men  from  Des 
Moine.-!  In  the  company — thoy  wanted  farmers;  and 
that  93  per  cent  of  the  stockholders  were  fanners. 

A  Motor  Company. 

The  Federal  Trade  Commission  has  conducted 
an  investigation  into  the  sale  of  stock  for  the 
Pan  Motor  Company,  a  Minnesota  corporation. 
It  found  that  the  stock  was  sold  to  some  54,000 
persons,  from  whom  the  promoters  received  the 
aggregate  sum  of  $4,723,811,  and  that  nearly 
$1,200,000  was  paid  to  salesmen  in  commissions, 
Over  $650,000  was  retained  by  the  boss  promoter 
for  his  services  as  fi.scal  agent  and  over  $500,000 
went  for  advertising  and  other  expenses,  so  that 
nearly  one-half  the  receipts  were  absorbed  in  get- 
ting the  money. 

Promotion  Schemes  In  Disfavor. 

The  activity  of  this  kind  of  operations  in  Ne- 
braska caused  the  Nebraska  Bankers  Association 
at  its  recent  annual  convention  to  adopt  the  fol- 
lowing excellent  resolution  upon  the  subject : 

"Resolved — That  It  is  the  sense  of  this  convention 
that  its  members  should  look  with  disfavor  upon  any 
recognition  of  the  various  promotion  scheme.s  that 
nre  being  offered  to  the  public  from  time  to  time  .and 
wo  would  recommend  that  the  bankers  of  the  state  use 
every  means  in  their  power  to  discourage  the  pur- 
chase of  such  securities  by  their  customers. 

"That  this  association  place  itself  on  record  as  dis- 
approving and  discountenancing  the  practice  of  banks 
In  the  purchase  of  notes  given  for  the  purchase  of 
promotion  stocks  and  securities  and  in  assisting  in  the 
negotiation  and  sale  of  the.se  stocks  for  a  considera- 
tion, and  the  Issuance  of  time  certificates  in  pa>Tnent 
for  notes  given  therefore  and  condemn  these  prao- 
lices  as  being  unsound  banking  and  contrary  to  the 
highest  ethics  of  the  profession. 

During  the  first  year  under  the  so-called  "blue 
sky"  law  in  Illinois  the  Secretary  of  State,  Louis 
L.  Emmerson,  reports  that  40  per  cent  of  the 
applications  made  were  rejected.     The  applica- 
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tions  approved  involved  securities  totaling  $232,- 
846,935.  The  rejects  totaled  $66,917,410.  Sec- 
retary Emmerson's  report  covered  the  period  from 
June  10,  1919,  to  June  10,  1920.  During  the  year 
there  was  approved  in  all  states  with  blue  sky  laws 
securities  totaling  $355,458,935,  of  which  $211.- 
955,350  was  in  class  "C"  securities,  based  on 
established  income,  $143,503,640  in  class  "D"  or 
speculative  securities. 

Fake  Promoters  and  Reformers. 

It  is  perhaps  not  out  of  place  to  say  that  the 
readiness  of  the  public  to  buy  the  stocks  of  fake 
packing  companies,  upon  the  representations  of 
persons  who  have  never  even  taken  the  trouble 
to  study  the  balance  sheet  and  earnings  statement 
of  a  legitimate  packing  business,  is  very  much 
like  the  manner  in  which  it  takes  to  fake  reform- 
ers in  the  business,  social  and  political  fields.  So- 
ciety is  harassed  on  all  sides  by  these  "promoters" 
of  various  tyjies  who  are  either  out-and-out  frauds 
or  do  not  know  what  they  are  talking  about. 
Neither  legitimate  business  nor  real  social 
progress  are  forwarded  by  their  methods. 

Services  of  the  Stock  Exchanges. 

Tlie  number  and  character  of  these  "wild-cat" 
flotations  over  the  country  in  the  last  two  years 
serves  to  illustrate  the  public  .services  rendered 
by  well-governed  stock  exchanges.  The  stock 
exchanges  are  not  responsible  for  speculation ;  the 
flotations  that  are  carried  on  in  unlisted  stocks,  in 
lands  and  all  kinds  of  property,  give  evidence  of 
that.  The  stock  exchange  is  a  market  where  se- 
curities are  bought  and  sold  under  certain  rules 
provided  for  the  protection  of  investors  and  the 
convenience  and  advantage  of  all  concerned. 

The  New  York  Stock  Exchange  is  a  voluntary 
association,  and,  as  recited  in  its  constitution,  the 
object  is — 

"To  furnish  exchange  rooms  and  other  facilities 
for  the  convenient  ti-ansactlon  of  their  business  by 
ita  members,  as  brokers  to  maintain  high  stand- 
ards of  commercial  honor  and  integrity  among  Its 
membtrs;  and  to  promote  and  mculcate  Just  and 
equitable  principles,  of  trade  and  business." 

Its  control  is  vested  in  the  Governing  Commit- 
tee, composed  of  forty  members,  and  the  Presi- 
dent and  Treasurer.  One-fourth  of  the  Govern- 
ing Committee,  with  the  President  and  the  Treas- 
urer, is  elected  annually.  From  this  body  the 
President  appoints  every  year  the  standing  com- 
mittees, among  them  the  Committee  on  Stock 
List,  composed  of  five  members.  The  duties  of 
said  Committee  are  defined  by  the  constitution,  as 
follows : 


"Thirteenth  A  Committee  on  Stock  List  to  con- 
sist of  five  members.  It  shall  receive  and  consider 
all  applications  for  placing  securities  upon  the  list 
of  the  Exchange,  and  malce  report  and  recom- 
mendation thereon  to  the  Governing  Committee, 
giving  full  statement  concerning  organization,  capi- 
talization, resources  and  indebtedness. 

The  Exchange  assumes  no  responsibility  for  the 
representations  made  to  it,  but  it  endeavors  to  ob- 
tain from  each  corporation  whose  securities  it  ad- 
mits to  the  trading  privilege  authentic  informa- 
tion as  to  property,  liabilities  and  earnings  which 
will  enable  the  investor  to  form  his  own  idea  as 
to  tlie  values.  It  exercises  the  authority  to  strike 
a  security  from  the  trading  list  upon  the  occasion 
of  any  conduct  on  the  part  of  the  issuing  cor- 
poration which  justifies  a  loss  of  confidence  in  its 
intention  to  deal  frankly  with  the  public.  All 
members  of  the  Exchange  are  required  in  their 
relations  with  customers  to  conform  to  the  rules 
laid  down  to  enforce  fair  dealing  and  if  shown  to 
have  violated  such  rules  are  subject  to  public  ex- 
pulsion. The  Exchange  will  not  list  the  securities 
of  any  corporation  in  the  promotion  stage.  It 
must  be  able  to  show  a  record  of  earnings.  In 
short,  the  selling  of  securities  is  reduced  to  orderly 
methods  with  every  practicable  safeguard  against 
deception.  And  that  is  the  difference  between  the 
distribution  of  securities  through  the  New  York 
Stock  Exchange  and  distribution  through  irre- 
sponsible salesmen,  after  the  manner  of  the  stocks 
in  the  companies  above  described. 

Foreign  Government  Bonds; 

Two  important  pieces  of  international  financ- 
ing have  been  handled  during  the  month.  One 
is  the  $100,000,000  French  8%  Loan,  and  the 
other  the  $20,000,000  Kingdom  of  Norway  8fo 
issue  which  was  offered  to  the  public  on  Septem- 
ber 28.  Both  loans  were  a  great  success,  subscrip- 
tions were  received  from  every  part  of  the  country 
in  small  amounts. 

These  issues  were  offered  to'  yield  at  least  8% 
on  the  Norway  Loan  and  8.20%  on  the  French 
Loan  and  considerably  more  through  the  premium 
redemption  features  which  these  loans  bear. 

Although  interest  rates  are  high  on  these  for- 
eign lo.ins  the  borrowing  countries  accomi)lish  a 
great  saving  over  the  cost  of  making  payments 
in  this  country  at  the  present  rates  of  exchange. 

Discount  Rates. 


The  only  change  in  rates  at  the  Federal  Reserve 
banks  in  the  past  month  has  been  an  advance  to  6 
per  cent  by  the  Kansas  City  bank  upon  loans  se- 
cured by  United  States  government  obligations. 
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y^NEW  type  of  travelers*  check  has  been  devised  to  relieve  the 
k.^/JL  tourist  in  France  of  the  burden  of  fluctuating  exchange  rates,  and 
the  inconvenience  occasioned  when  attempts  are  made  to  change  money  in 
all  parts  of  France.  These  checks  are  issued  by  the  Compagnie  Francaise  du 
Tourisme  of  Paris,  [the  new  French  government  tourists'  bureau]  through 
The  National  City  Bank  of  New  York.  Among  their  chief  advantages  are: 


€asy  (Convertibility 

Checks  are  cashed  by  all  branches  of  the 
Bank  of  France,  and  can  be  used  at  shops, 

hotels,   etc.,   AT  THEIR  FULL   FACE   VALUE, 

praflically  everywhere  in  France  or  the 
French  colonies. 

(Convenient  Denominations 

Checks  are  bsued  in  books  often,  in  denom- 
inations of  loo,  500  and  1000  francs. 

Refund  on  Unused  (Checks 

Unused  checks  will  be  exchanged   when 


fcrought  back  home,  for  dollars  at  the  current 
buying  rate  of  exchange  for  bankers'  checks 
on  Paris. 

Terms  of  Sales 

Checks  can  be  ptu'chased  in  the  United 
States  at  the  current  selling  rate  of  exchange 
for  bankers'  checks  on  Paris;  they  are  sold 
for  the  equivalent  in  dollars  cf  their  franc 
value,  plus  a  commission  of  one-half  of  one 
per  cent  and  a  nominal  fee  of  twenty-five 
cents  per  book  of  ten  checks  to  cover  the 
stamp  duty  of  the  French  government. 


Thefaa  that  these  checks  are  guaranteed  by  the  "Bank 
of  France  and  issued  in  a  negotiable  form  familiar  to 
the  French  peopUy  explains  their  popularity  in  France 
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General  Business  Conditiona. 

THE  expectations  indulged  in  during 
the  summer  that  the  state  of  depres- 
sion which  was  affecting  certain  of 
the  industries  would  disappear  with 
the  opening  of  the  fall  season  have  not 
been  realized;  on  the  contrary,  business  is  gen- 
erally receding  and  there  is  no  longer  room  for 
doubt  that  the  country  has  passed  the  crest  of 
the  post-war  boom,  and  begun  the  process  of 
readjustment  upon  a  lower  level  of  values. 
Prices  have  been  declining  rather  than  recov- 
ering since  the  first  of  September,  the  move- 
ment has  been  spreading  to  lines  not  affected 
before,  the  industries  have  been  slowing  down 
and  unemployment  is  reaching  proportions 
which  will  affect  consumption.  The  decline  in 
the  prices  of  farm  products  has  impaired  the 
purchasing  power  of  the  farming  population, 
and  affected  its  psychological  attitude  toward 
expenditures.  The  effect  of  these  develop- 
ments is  to  give  quite  a  different  prospect 
from  that  which  a  few  months  ago  was  expected 
to  develop  as  the  fail  season  advanced. 

The  summer-like  temperatures  wliich  have  pre- 
vailed over  the  country  in  October  no  doubt  have 
affected  the  retail  dry  goods  and  clothing  trades 
and  have  been  a  factor  in  the  paralysis  which 
exists  in  the  wholesale  markets  and  throughout 
the  textile  industries.  The  latter  have  been  de- 
pre.ssed  since  unseasonable  weather  conditions  last 
spring  first  disturbed  the  trade. 

Wholesale  Prices  Qenerally  Lower. 

The  price  reductions  of  last  spring  in  the 
retail  trade  were  significant  of  a  decline  in  con- 
sumers' demand  which  has  been  the  master  force 
in  the  whole  movement,  but  the  disturbance  of 
producers'  and  wholesalers'  prices  has  now  gone 
much  beyond  the  retail  reductions.  Raw  materials, 
notably  cotton,  wool,  hides,  rubber,  hard  woods, 
dyestuff.s,  chemicals,  sulphur,  etc.,  have  suffered 
severe  reductions,  as  a  result  of  stagnation  existing 
in  the  industries  in  which  they  are  used.  The 
products  of  these  industries  are  all  under  pres- 
sure, with  prices  yielding,  and  in  some  lines 
very  radical  reductions  have  been  made.  Food 
products  as  a  rule  are  decidedly  lower,  cspe- 
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dally  the  grains,  sugar,  coffee,  rice,  tea,  cocoa,  po- 
tatoes and  other  vegetables  and  fruits  of  uni- 
versal production.  Canned  salmon  and  vegetables 
are  15  to  25  per  cent  lower.  Meats  have  had  a 
heavy  decline  from  top  prices  of  1919  and  dairy 
products  are  lower.  Silver,  copper,  lead  and  zinc 
are  almost  or  quite  at  pre-war  prices.  The  iron  and 
steel  industry,  which  has  been  very  busy  since  the 
strike,  shows  signs  of  a  slackening  demand  and  of 
price  concessions  in  all  departments,  but  on  the 
whole  is  well  sustained.  Pig  iron  is  off  $5  to  $10  per 
ton  since  September  first.  The  building  industry  is 
checked  by  the  prevailing  high  costs,  from  which 
there  has  been  little  relief  as  yet.  The  coal  in- 
dustry is  paying  very  high  wages  but  production 
is  at  a  record  rate  and  supplies  promise  to  be 
ample,  which  probably  will  result  in  lower  prices 
than  have  been  prevailing  since  the  strike  last  year 
exhausted  the  reserves.  The  railroads  have  been 
clearing  up  the  congestion  which  recently  existed, 
and  have  not  yet  shown  any  material  diminution 
of  traffic.  Travel  is  very  heavy.  Ocean  traffic 
is  light  and  freights  depressed.  Immigration  is 
very  heavy,  arrivals  at  the  port  of  New  York 
last  month  numbering  about  85,000. 

Culmination  of  tlie  Post-War  Boom. 

The  fundamental  reasons  for  the  check  which 
has  been  given  to  trade  over  the  world  are  not 
hard  to  name.  A  temporary  stimulus  was  given 
to  business  immediately  after  the  close  of  the 
war.  There  was  a  relaxation  of  restrictions  upon 
private  expenditures  and  governmental  expendi- 
tures were  still  on  a  very  large  scale.  The  revival 
of  trade  between  countries  was  a  factor.  The 
rise  of  prices,  demoralization  of  exchange 
rates,  delay  in  the  re-establishment  of  industry 
in  parts  of  Europe,  poverty  of  European  peo- 
ples, war  between  Poland  and  Russia,  social 
unrest  and  threats  of  revolution  have  been  un- 
favorable to  industrial  improvements.  Great 
Britain  sold  quantities  of  goods  to  the  Conti- 
nent last  year,  for  which  the  materials  came 
from  the  United  States,  but  such  sales  could 
not  continue  if  the  Continent  did  not  develop 
ability  to  make  payment.  In  any  event  the  ex- 
travagant prices  of  war  time  and  the  period  im- 
mediately following  were  bound  to  be  reduced. 


Those  desiring  this  Letter  sent  them  regularly  will  receive  it  without  charge  upon  application 


Where  Did  It  Begin? 

The  first  symptom  of  weakness  was  in  Asia. 
Japan  suffered  a  financial  and  industrial  crisis 
in  March,  from  which  it  has  not  recovered,  and 
which  seriously  affected  the  silk  industry  in 
this  country.  In  the  fiscal  year  ended  June  v^O, 
1917,  the  United  States  imported  33.868,885 
pounds  of  raw  silk  valued  at  about  $4.60  per 
pound  and  in  the  fiscal  year  1919-20  the  imports 
were  47,133,713  pounds,  valued  at  about  $9.25 
per  pound.  At  the  highest  point,  last  mid- 
winter, the  top  grade  sold  at  $18  per  pound, 
now  quoted  at  about  $7.00,  with  rumors  of  trans- 
actions at  lower  prices  and  little  doing  in  the 
market. 

The  decline  in  the  value  of  silver,  which  be- 
gan last  March,  has  had  an  important  effect 
upon  exchange  rates  between  Asia  and  other 
parts  of  the  world.  The  trade  balance  in  favor 
of  Asia  has  declined,  which  reduced  the  de- 
mand for  silver,  as  that  metal  is  a  common 
medium  of  settlement  with  China  and  India. 
Moreover  the  supply  of  silver  in  the  markets 
has  increased,  both  by  a  gain  of  production  in 
Mexico  and  by  the  melting  of  quantities  of  sil- 
ver coin  which  had  been  driven  out  of  circu- 
lation in  Europe  by  paper  currency.  Last  Win- 
ter silver  bullion  sold  in  the  American  market 
as  high  as  $1.38  per  fine  ounce;  at  present,  al- 
though silver  of  domestic  production  is  taken 
by  the  Treasury  under  the  Pittnian  act  at  $1.00 
per  ounce,  foreign  silver  is  selling  at  about  80 
cents.  This  decline  has  curtailed  the  buying 
power  of  Qiina  and  other  countries  that  are  to 
any  extent  on  a  silver  basis,  and  in  this  way 
aflfected  the  market  for  cotton  goods  supplied 
by  England,  and  British  imports  of  raw  cotton 
from  this  country. 

The  United  States  Consul  at  Karachi,  in  a 
recent  dispatch  given  out  by  the  Department 
of  Commerce,  states  that  at  the  high  point  for 
rupee  exchange  $100  worth  of  American  goods 
cost  225  rupees  while  at  this  time  $100  worth 
of  American  goods  is  costing  an  Indian  im- 
porter 300  rupees. 

Decline  in  Cotton  and  Woolen  Ooods. 

The  break  in  cotton  and  woolen  goods  in  this 
country  came  in  May  and  under  the  immediate  in- 
fluence of  slow  trade,  due  in  part  to  a  backward 
Spring,  but  this  coincided  with  the  broader  influ- 
ence which  was  world-wide,  having  its  origin  in 
the  inability  of  the  population  to  take  the  goods 
at  the  high  prices  prevailing.  The  price  of  raw 
cotton  was  sustained  for  a  time  by  the  outlook 
for  a  poor  crop,  and  on  July  23  touched  43}i  cents 
for  July  delivery,  the  high  record  price  since  the 
Civil  VVar.  In  August,  with  the  crop  estimates 
increased,  the  price  fell  to  26j4  cents,  and  last 
month  fell  to  ISj/J  for  October  deliver}',  and  the 
May  option  sold  as  low  as  17j/$  cents.  Since  then 
the  price  has  rallied  to  about  22  cents  for  spot 


delivery.  In  the  last  three  months  have  occurred 
the  Russian  drive  into  Poland,  the  threat  of  more 
war,  a  threat  of  a  general  strike  in  England 
and  of  a  social  revolution  in  Italy,  all  having  an 
influence  to  disturb  business  calculations  and  deter 
operators  from  planning  for  production.  We 
quote  from  the  Manchester  (England)  Guardian 
reviewing  the  general  trade  outlook  at  the  begin- 
ning of  October: 

"SlfniB  aro  multlplyingr  that  a  period  of  industrial 
depression  is  approactiinR.  It  will,  of  course,  be  with 
us  at  once  if  tlie  miners'  ballot,  whlcli  begins  today, 
shows  a  majority  adverse  to  the  policy  advocated  by 
Mr.  Smillie.  Eut  even  if  a  miners'  strike  Is  averted, 
there  are  many  other  causes  for  anxiety.  The  cot- 
ton trade  is  stagnant,  and  the  woolen  is  little  if  any 
better.  In  other  great  industries  the  outlook  Is  also 
gloomy,  though  present  conditions  are  not  so  had  as 
in  the  staple  trades  of  Lanc.ishlre  and  the  West 
Riding.  The  world's  demand  for  goods  Is  certainly 
not  yet  satisfied.  The  fact  is.  however,  that  people 
In  other  lands  cannot  purchase  the  goods  they  re- 
quire at  the  prices  that  prevail  at  pre.'ent.  The  un- 
solved problem  of  the  moment,  therefore,  Is  how  to 
lower  prices  without  Inflicting  disaster  on  manufac- 
turers In  this  country  who  have,  both  at  home  and 
abroad,  largo  stocks  of  goods  the  prices  of  which  are 
partly  based  on  the  cost  of  raw  materials  purchased 
many  months  ago  at  higher  prices  than  prevail 
today." 

A  New  York  business  man  in  the  textile 
trade,  just  returned  from  the  Colombia,  is 
quoted  in  the  New  York  Times  of  October  31 
as  saying  that  the  largest  merchandising  house 
in  Barranquilla  had  stated  to  him  that  100  per 
cent  of  their  customers  were  demanding  in- 
definite extensions  of  credit,  and  adding: 

Coffee  planters  are  reported  as  saying  that  they  In- 
tend to  let  the  present  crop,  which  matures  next 
month,  rot  on  the  trees  rather  than  harve-st  it  to  sell 
at  prevailing  prices,  which,  they  claim,  would  mean 
loss.  A  measure  Is  before  the  Colombian  Congre-ss  at 
the  present  time  to  legalize  a  100  per  cent.  Increase 
in  Import  duties,  in  an  effort  to  raise  money  and  to 
protect  Colombian  merchants  who  have  laid  In  stocks 
at  the  high  prices  which  prevailed  until  the  slump 
three  months  ago. 

The  reports  from  the  banks  are  that  drafts  remain 
unpaid  and  the  banks  cannot  meet  their  obligations 
for  this  reason.  In  some  cases  the  banks  refuse  to 
protest  drsifts  In  the  fear  that  they  will  not  only  lose 
their  accounts,  but  precipitate  a  panic. 

This  describes  conditions  existing  in  other 
countries  of  South  America  as  well  as  Colom- 
bia. Reports  of  this  character  and  of  the  quo- 
tation from  the  Manchester  Guardian,  and  of 
the  advice  quoted  above  from  Ivarachi,  show 
that  similar  conditions  in  this  country  are 
not  to  be  regarded  as  peculiar  to  this  country  or 
due  to  domestic  conditions.  Tliey  are  not  charge- 
able to  banking  policies  in  the  United  States,  or 
to  market  manipulations,  but  to  world-wide  influ- 
ence. If  this  is  undcr.stood  generally  our  people 
will  be  able  to  adapt  themselves  to  existing  con- 
ditions more  .successfully  than  if  they  accept  mis- 
taken ideas  about  the  situation. 

In  the  five  months  beginning  with  last  May,  the 
exports  of  cotton  from  this  country  have  com- 
pared with  the  corresponding  months  of  last 
year  as  follows: 


1*20  1»19 

lbs.  lbs. 

May    •. 186,583,000  228,264,000 

June   „ 122,932,000  351,108,000 

July    107,444.000  270,744,000 

August     74,767.000  242,614,000 

September    119,131,556  119,091,600 

The  exports  of  September  were  largely  pur- 
chased in  earlier  months. 

The  Domestic  Textile  Industry. 

Up  to  this  time  the  textile  industry  in  this  coun- 
try has  been  going  from  bad  to  worse,  which  is 
no  more  than  it  usually  dees  after  a  slump  is 
recognized  as  under  way  and  until  confidence  in 
values  is  restored  on  some  basis. 

The  general  line  of  cotton  piece  goods  has  been 
reduced  fully  one-half  since  the  decline  began, 
which  brings  prices  down  to  about  where  they 
were  in  the  slump  following  the  armistice,  in  Feb- 
ruary and  March,  1919.  The  selling  has  been  led 
by  jobbers  and  other  .secondary  holders  who  have 
found  themselves  overstocked  and  considered  it 
good  policy  to  move  the  goods.  As  is  usually  the 
case  at  the  end  of  a  boom  period,  it  develops  that 
there  were  more  goods  in  the  hands  of  middle- 
men than  anybody  had  supposed. 

The  producers  have  followed  the  market,  en- 
deavoring to  get  bu.siness  to  keep  the  mills  run- 
ning, but  most  of  them  have  either  suspended 
operations  entirely  or  are  running  on  short  time. 
Up  to  this  time  merchants  have  been  buying  for 
filling-in  purposes  only. 

Tlie  situation  in  yarns,  underwear  and  knif 
goods  is  .'similar  to  that  in  the  cloth  markets. 

Wool  and  Clothinj;:. 

The  wool  market  has  been  stagnant  since  last 
May  and  hardly  enough  is  doing  to  supply  trust- 
worthy quotations.  This  year's  clip  in  this  coun- 
try remains  for  the  most  part  in  the  hands  of  the 
growers.  Wool  is  in  an  uncertain  position,  but 
prices  are  unquestionably  down  and  all  holders 
have  been  losers. 

The  percentage  of  idle  wool  machinery  as  re- 
ported to  the  United  States  Giambcr  of  Com- 
merce on  September  1  was  larger  than  at  any 
time  in  the  last  six  years,  excepting  February  and 
March,  1919.  The  percentage  was  given  as  about 
35  per  cent  in  looms  devoted  to  women's  dress 
goods  and  a  little  above  50  per  cent  in  machinery 
devoted  to  men's  wear,  indicating  that  trade  has 
fallen  off  more  in  men's  than  in  women's  goods. 

A  reduction  of  15  to  20  per  cent  upon  cloth 
prices  was  put  into  effect  at  the  openings  in  Sep- 
tember, but  the  clothing  trades  have  not  been 
satisfied  with  these  concessions.  The  time  for  mak- 
ing up  goods  for  the  fall  season  has  gone,  and 
that  trade  apparently  has  had  all  the  goods  it 
needed.  Interest  now  centers  in  goods  for  next 
Spring,  and  the  clothing  manufacturers  are  hold- 
ing oflF  for  lower  prices. 


Hides,  Leather  and  Shoes. 

If  there  is  any  commodity  from  which  inflation 
has  been  eliminated  it  is  hides,  which  are  down 
flat  to  pre-war  prices,  and  leather  prices  have  fol- 
lowed closely.  That  the  packers  and  tanners  have 
taken  losses  running  into  the  millions  is  illustrated 
by  the  recent  report  of  the  Central  Leather  Com- 
pany upon  its  operations  in  the  first  three  months 
of  this  year,  which  showed  a  loss  of  $7,213,415, 
due  to  shrinkage  in  values  in  its  inventories. 

The  decline  in  hides  and  leather  was  a  warn- 
ing of  which  the  public  took  notice  with  the  result 
that  shoe  sales  at  retail  fell  off,  and  shoe  manu- 
facturers went  through  a  siege  of  cancellations 
similar  to  that  experienced  by  the  woolen  goods 
manufacturers.  The  industry  is  running  very 
light  at  this  time,  with  the  public  holding  off  for 
cheaper  shoes. 

Export  trade  in  leather  comprises  about  16  per 
cent  of  the  total  business,  and  although  it  has 
suffered  it  has  held  its  own  quite  as  well  as  the  do- 
mestic demand.  Up  to  August  exports  of  shoes 
had  held  up  better  than  the  domestic  sales. 
The  following  figures  show  the  export  move- 
ment in  leather  and  shoes  and  imports  of  hides 
and  skins: 

Total  Exports  of  Leather 

8  mos.  ending  August.   1920 $90,373,044 

8  moa.   ending  August,  1919 139.686,594 

August,    19:!0    6,058,896 

August,   1919    23,544,890 

Total  Export*  of  Shoes 

Pairs 

8  mos.  ending  August,  1920....       11,912.119  $47,627,020 

8  mos.  ending  August,  1919....       13,972,757  46,744.640 

August.   1920   1,045,630  4,005.426 

August,   1919   1,719,418  6,799,349 

Total  Imports  of  Hides  and  Skins 
Pounds 
8  mos.  ending  August.  1920....     402,772,854  $211,594,242 
8  mos.  ending  August,  1919....     414,744,120     157,483,871 

August,   1920 35,127,547       17,707,633 

August.    1919   74,474,944       30,790,244 

Elements  of  Uncertainty. 

There  are  two  important  elements  of  uncer- 
tainty in  prices  at  this  time.  One  is  the  labor  situ- 
ation. Price  declines  in  the  industries  most  af- 
fected have  gone  as  far  as  they  can  at  the  expense 
of  the  profits  of  operators  and  as  far  as  they  ought 
to  at  the  expense  of  producers  of  the  raw  mate- 
rials. Cotton  goods  are  being  .sold  in  some  in- 
stances below  present  production  costs,  upon  the 
belief  that  wage  costs  will  be  reduced.  There  is  a 
widespread  belief  that  wage  earners  who  have  had 
large  advances  in  the  last  five  years  will  have  to 
make  a  contribution  to  the  general  cause  of  lower 
living  costs.  At  this  time,  when  ever3rthing  is 
unsettled  and  everybody  is  looking  for  the  bottom 
level,  where  it  will  be  safe  to  operate  freely,  this 
question  of  wages  continually  intrudes  itself.  Al- 
ready instances  are  announced  where  groups  of 
wage-earners  have  voluntarily  offered  to  accept 


reductions  of  10,  15  or  20  per  cent  to  enable  in- 
dustries to  continue  in  ojieration.  The  opinion  is 
common  that  the  movement  will  become  general, 
if  the  consumer's  strike  continues.  That  is  to  say, 
if  events  demonstrate  that  prices  must  be  lowered 
in  order  to  distribute  the  products  of  the  indus- 
tries, wages  eventually  will  be  adjusted  accord- 
ingly. 

The  Retailer's  Position. 

The  second  element  of  uncertainty  for  the  time 
being  is  the  attitude  of  the  retailer,  who  is  gen- 
erally maintaining  prices  in  order  to  avoid  taking 
losses  on  stocks  purchased  at  the  old  prices.  The 
reduced  prices,  as  yet,  have  been  only  partially 
passed  on  to  consiuncrs,  and  the  reports  of  slack- 
ening trade  over  the  country  indicate  that  the 
public  is  cognizant  to  tlie  situation.  The  effort  to 
avoid  losses  is  natural  enough,  but  it  is  checking 
trade,  reducing  production,  causing  unemployment 
and  creating  much  dissatisfaction.  Moreover,  it 
is  a  very  doubtful  policy  from  the  standpoint  of 
the  merchant.  He  doesn't  like  to  devote  his  fall 
season  to  taking  losses,  but  the  sagacious  dealer  in 
a  lime  like  this  will  turn  his  stock  over  as  fast  as 
he  can  replace  the  goods  at  lower  prices.  By  so 
doing  he  is  at  least  getting  a  dealer's  profit  to 
apply  on  his  losses.  Sooner  or  later  there  will  be 
a  leader  in  every  community  who  will  see  that  his 
interest  is  served  by  this  policy. 

The  Buyer's  Turn. 

The  markets  have  been  in  the  seller's  favor  for 
a  long  time,  but  the  buyer  has  regained  the  posi- 
tion of  advantage.  Sellers  are  again  competing 
for  his  favor  and  on  the  whole  it  is  a  more  health 
ful  situation  when  the  buyer  has  a  choice.  Al 
sorts  of  wasteful  practices  have  developed  and 
been  tolerated  because  the  cost  could  be  passed 
on  to  the  buyer  and  consumer.  They  will  be 
searched  out  and  eliminated.  Nobody  is  as  keen 
after  economies  as  the  man  who  must  develop 
them  to  save  himself  from  loss.  Theoretical  com- 
plaints are  made  to  the  effect  that  goods  pass 
through  too  many  hands  between  the  producer  and 
consumer,  and  that  there  arc  too  many  parasites 
upon  industry.  Tliese  complaints  for  the  most 
part  are  made  without  intimate  knowledge  of  the 
complicated  modern  business  organization,  but 
such  parasites  flourish  in  the  boom  periods  and 
are  hunted  out  as  profits  disappear. 

The  substitution  of  time  work  for  piece  work 
in  the  industries  has  been  one  cause  of  high  costs 
to  which  no  doubt  early  attention  will  be  given. 
Good  wages  for  honest  work  should  be  the  rule, 
but  less  opportunity  for  shirkers. 

There  will  be  a  lot  of  compensation  for  a  turn 
in  the  times  which  compels  everybody  to  scrutin- 
ize costs  more  closely. 

Farm  Products. 

Farm  products  suffered  a  heavy  decline  last 
month,  but  prices  have  improved  during  the  last 
week,  with  a  little  better  foreign  news  and  a 


feeling  that  some  of  the  declines  had  been  over- 
done. Tlie  drop  in  wheat  from  the  middle  of  Sep- 
tember to  the  middle  of  October  was  about  40 
cents  per  bushel,  carrying  the  December  de- 
livery at  Chicago  below  $1.98  and  the  March 
delivery  below  $1.90.  Upon  these  figures  the 
market  had  made  a  gain  at  the  end  of  October 
of  about  eight  or  ten  cents  on  both  deliveries. 
Corn  for  December  delivery  broke  through  $1 
at  Chicago  in  the  latter  part  of  September,  and 
has  since  fallen  to  about  82  cents.  Oats  have 
lost  three  or  four  cents  in  the  past  month,  clos- 
ing with  the  December  delivery  at  Chicago  at 
about  54  cents.  Tlie  Spring  deliveries  of  both 
corn  and  oats  have  resumed  their  normal  posi- 
tion above  the  spot  and  early  deliveries. 

Live  stock  markets  have  been  lower  during 
the  month,  and  especially  hogs,  which  are 
around  the  lowest  prices  reached  since  our  en- 
trance into  the  war. 

The  exports  of  meat  and  dairy  products  for 
the  month  of  September,  1919,  were  $61,316,- 
940  and  for  September,  1920,  $32,174,599.  For 
the  first  nine  months  of  1919,  these  exports 
were  $966,346,925  and  for  the  corresponding 
months  of  1920,  $-114,579,369.  It  is  needless  to 
say  that  this  falling  otf  in  the  foreign  demand 
has  an  influence  upon  prices. 

The  Wheat  Situation. 

The  pre-war  importations  of  wheat  and  rye  of 
Western  Europe  were  about  650,000,000  bushels, 
but  consumption  has  been  materially  reduced. 
Upon  this,  Mr.  Broomhall,  editor  of  the  Corn- 
Trade  News,  the  English  authority,  has  recently 
said: 

We  have  on  several  occasions  called  attention  to 
the  wonderful  reduction  in  the  consumption  that  can 
be  effected  by  the  compulsory  lengthening  of  milling 
and  the  free  use  of  substitutes.  Ttiia  liai  been  pe- 
culiarly illustrated  by  the  requirements  of  France. 
The  wheat  crop  of  the  present  year  there  la  estimated 
at  237.00U,000  bus.  and  the  consumptive  requirements 
are  estimated  at  344,000.000  it  milled  at  70  per  cent 
extraction.  If  the  extraction  be  Increased  to  80  per 
cent  the  requirements  could  be  reduced  to  812,000,000. 
A  further  reduction  can  be  made  by  adding  10  to  20 
per  cent  of  rye  or  corn  flour,  bringing  down  the  re- 
quirements to  272,000,000  so  that  only  40,000,000  bus. 
win  have  to  be  imported. 

The  Market  Reporter,  of  the  Bureau  of  Mar- 
kets, Washington,  in  its  issue  of  October  23rd, 
last,  calculates  that  consumption  in  Europe  last 
year  was  26  per  cent  below  the  pre-war  require- 
ments. The  Market  Reporter  on  June  5,  1920, 
estimated  the  exportable  surplus  of  wheat  and 
rve  in  the  exporting  countries,  for  the  crop  year 
1919-20,  at  20,200,000' tons  of  wheat  and  rye,  or 
about  666,733,000  bushels. 

Europe's  production  has  been  higher  this  year 
than  last. 

Mr.  Broomhall's  estimate  of  the  wheat  impor- 
tations of  Europe  in  the  crop  year  ending  next 
June  is  520,000,000  bushels,  and  of  other  im- 
porting countries  40,000,000  bushels ;  in  all  560,- 
000,000  bushels.     Bradstreet's  estimates  that  the 


United  States  can  spare  250,000,000  bushels  in 
the  crop  year  ending  July  1,  1921.  The  Canadian 
surplus  is  estimated  all  the  way  from  160,000,0'30 
bushels  to  200,000,000  bushels,  which  would  give 
at  least  410,000,000  from  North  America. 

Australia  will  harvest  in  December,  and  a  let- 
ter to  us  from  the  well-known  house  of  John 
Paxton  &  Co.,  Sydney,  dated  September  15,  says 
of  the  situation  there : 

Australia  Is  this  year  having  a  truly  wonderful 
season.  The  rainfall  is  far  in  excess  of  the  average 
of  the  months  during  which  it  has  descended.  The 
only  risk  now  is,  that  we  may  have  too  much  of  It  dur- 
ing the  Spring  months  (Spring  in  Southern  hemi- 
sphere), to  the  injury  of  the  wheat  crop,  but  if  it 
now  clears  up,  and  leaves  us  with  a  month  or  six 
weeks  of  our  usual  bright,  dry  early  Summer  con- 
ditions, there  Is  quite  a  probability  of  the  wheat  crop 
reaching  140.000,000  bushels  over  all  the  Australian 
States.  Naturally,  the  rainfall  has  assured  a 
bountiful  supply  of  feed  for  live  stock,  so  that  the 
Pastoral  Industry  is  now  in  a  much  more  hopeful  con- 
dition than  it  was  12  months  ago.  Unfortunately,  the 
stock  losses  have  been  so  heavy  that  there  Is  likely 
to  be  a  great  deal  more  grass  all  over  the  country 
than  there  will  be  stock  to  devour  it. 

Rollin  E.  Smith's  "Wheatfields  and  Markets 
of  the  World"  gives  Australia's  requirements  for 
bread  and  seed  as  28,000,000  to  30,000,000  bush- 
els, so  that  with  no  allowance  for  carry-over 
from  last  year  or  to  the  next  year  the  Paxton 
estimate  would  give  110,000,000  bushels  for 
export.  The  lowest  recent  estimate  upon  the 
surplus  we  have  seen  is  80,000,000  bushels. 

The  Argentine  crop  is  also  harvested  in  De- 
cember and  is  likewise  very  promising  at  this 
time.  Estimates  upon  the  exportable  surplus, 
range  from  100,000,000  to  150,000,000  bushels, 
the  latest  we  have  is  112,000,000.  Altogether 
the  above  figures,  taking  Canada,  Argentina 
and  Australia  at  the  lowest  estimates,  would 
give  about  the  same  amount  of  exportable  surplus 
available  for  Europe  as  was  imported  last  year. 
This  is  without  taking  account  of  India,  where  the 
harvest  is  in  March.  The  "Market  Reporter" 
issued  by  the  Department  of  Agriculture, 
Washington,  D.  C,  in  its  issue  of  October  23 
says  that  the  India  crop  of  last  March  yielded 
a  surplus  over  home  requirements  of  75,000,- 
000  bushels,  according  to  official  estimates,  and 
a  press  dispatch  states  that  the  government 
has  released  400,000  tons,  equivalent  to  14,920,- 
000  bushels,  for  export.  The  remainder  pre- 
sumably is  being  held  to  await  new  crop  de- 
velopment, as  the  India  crop  always  is  an  un- 
certain one. 

The  annual  average  exports  of  wheat  from 
Argentina  and  Australia  in  the  five  years  ended 
with  1913  were  145.000,000  bushels.  Upon  this 
basis,  and  considering  that  the  crops  of  all  the 
countries  in  the  Southern  Hemisphere  are  sub- 
ject to  sudden  changes  from  weather  and  pest 
conditions,  it  would  take  a  close  calculation  to 
find  wheat  enough.  This  was  the  basis  of  cal- 
culations until  recently.  But  the  promising 
condition  of  the  crops  in  Argentina  and  Aus- 


tralia, now  nearing  harvest,  the  prospective  re- 
lease of  a  supply  from  India,  and  finally  a  re- 
duction in  the  estimate  of  Europe's  require- 
ments have  altered  the  situation  and  in  our 
opinion  have  been  an  important  factor  in  the 
price  decline  which  has  occurred. 

United  States'  Official  Calculation. 

The  article  referred  to  above,  which  ap- 
peared in  the  "Market  Reporter,"  the  official 
publication  of  the  United  States  Bureau  of 
Markets,  is  an  exhaustive  and  important  one, 
covering  the  European  situation  and  the  pros- 
pective surplus  from  exporting  countries.  We 
advise  all  parties  who  are  interested  enough  to 
study  the  situation  to  send  for  a  copy.  It  calcu- 
lates the  total  imports  of  wheat  and  rye  by  Europe 
last  year  at  only  about  440,000,000  bushels,  which 
is  much  less  than  other  calculations  have  made  it. 
It  calculates  the  increased  production  of  all  cereals 
in  Europe  this  year  at  about  10,000,000  tons,  or 
454,000,000  bushels,  which  would  seem  to  indicate 
that  unless  consumption  was  on  a  larger  scale 
Europe  would  not  need  anything  from  outside. 
Europe,  however,  has  already  imported  170,000,- 
000  bushels  in  this  crop  year  from  North  America 
alone.    The  Market  Reporter  says: 

In  attempting  to  ascertain  the  probable  world  sup- 
ply and  demand  for  breadstuffs,  the  consumption  of 
only  13  European  countries  has  been  considered. 
•     •     • 

However,  It  has  been  shown  that  the  total  European 
consumption  of  wheat  and  rye,  for  1919  was  43.600,000 
tons,  or  26  per  cent  below  pre-war  average.  This 
year  Europe  (13  countries)  has  a  yield  of  46.600.000 
tons,  compared  with  33,100,000  tons  for  the  same  coun- 
tries last  year.  Europe  will,  of  course,  use  her  own 
Increased  production  this  year  and  as  much  imported 
grain  as  she  can  afford  to  buy.  It  can  hardly  be  ex- 
pected that  Imports  this  year  will  be  larger  than  for 
1919,  and  hence  the  figure  13,100,000  tons  is  given  a> 
the  tentative  importation,  based  on  1919  imports. 

This  estimate  of  13,100,000  tons  comes  to  about 
440,000,000  bushels,  but  includes  rye,  of  which 
this  country  exported  about  40,000,000  bushels  to 
Europe  last  year. 

Altogether  these  figures  do  not  indicate  a  short- 
age of  wheat,  but  rather  a  sub.stantial  surplus. 

These  are  the  best  estimates  we  can  find 
upon  supplies  and  the  probable  needs  of 
Europe.  It  is  certain  that  Europe  will  not  take 
any  more  than  barely  enough  to  cover  its  ne- 
cessities, and  it  must  be  remembered  that  the 
price  of  wheat  is  still  so  far  above  normal  that 
nobody  will  want  to  carry  over  any  into  the 
next  crop  year.  Therefore  supplies  will  be 
likely  to  come  out  quite  fully  and  dealers  in 
both  wheat  and  flour  will  buy  with  a  view  to 
working  off  stocks  before  July  1,  1921.  It 
is  to  be  considered  that  in  calculating  the  fu- 
ture there  is  always  the  possibility  that  Rus- 
sia may  come  back  as  an  exporter. 

The  big  crops  of  corn  and  oats  also  have  a 
bearing  upon  the  price  of  wheat.  This  year's 
crop  of  corn  is  the  largest  ever  grown  in  this 
country  and  there  was  a  considerable  carry- 


over  in  {armcrs'  hands.  The  present  price  of 
corn  looks  low  as  compared  with  the  prices  of 
the  last  year,  but  the  markets  are  influenced 
by  future  probabilities  rather  than  past  con- 
ditions. 

Competition  of  Canadian  Wlieat. 

We  are  asked  if  the  importations  of  wheat 
from  Canada  have  caused  the  drop  of  prices 
in  this  country.  We  do  not  see  that  these  im- 
portations can  be  an  important  factor,  in  view 
of  the  fact  that  both  countries  are  on  an  ex- 
porting basis  and  competing  with  each  other 
in  Europe.  Of  course  the  Canadian  crop  is  a 
factor  in  prices  everywhere,  but  if  it  was  all 
sent  to  Liverpool  it  would  displace  the  same 
amount  of  our  wheat  that  it  does  here.  If  it 
was  burned  or  submarined,  it  would  be  put  out 
of  the  way,  but  so  long  as  it  is  offered  in  com- 
mon markets  with  ours  the  particular  market 
is  as  unimportant  as  whether  Dakota  wheat  is 
sold  in  Minneapolis  or  Chicago.  One  hundred 
and  seventy  million  bushels  of  wheat,  inclusive 
of  flour,  have  been  exported  from  North  Amer- 
ica to  Europe  since  the  first  of  July,  of  which 
more  than  90  per  cent  was  produced  in  the 
United  States.  This  country  and  Canada  are 
practically  one  source  of  supply  for  Europe, 
and  if  Canadian  wheat  was  prevented  from 
coming  into  our  markets  it  would  go  to 
Europe  direct. 

Cotton  Situation. 

The  situation  as  to  cotton  is  different  in 
some  respects.  The  price  has  fallen  more  than 
that  of  wheat,  and  the  statistical  position  is 
stronger.  The  crop  of  this  year  is  less  than  the 
consumption  of  the  last  year,  which  was  not 
nearly  as  large  as  it  would  have  been  if  the  people 
of  the  world  could  have  bought  the  cotton  goods 
they  wanted.  The  cotton  crop  is  more  dependent 
than  any  other  crop  we  grow  upon  world  mar- 
kets, and  it  has  been  depressed  by  the  threaten- 
ing conditions  which  have  existed  in  Europe 
during  the  past  six  months.  The  price  during 
the  coming  year  depends  upon  order  and  buying 
power  in  Europe.  Tliere  is  much  to  be  said  in 
favor  of  the  policy  of  marketing  the  crop  gradu- 
ally, for  world  markets  are  in  no  condition  to 
take  it  rapidly.  Sentiment  throughout  the  cotton 
trades  is  too  pessimistic  at  the  present  time  to 
favor  the  buying  of  cotton  against  future  demands 
for  goods. 

A  World  Movement. 

The  agricultural  districts  have  been  much  dis- 
turbed by  the  price  declines,  and  the  idea  i)re- 
vails  that  somebody  is  to  blame  for  the  situation. 
It  is  well  for  everybody  to  be  on  his  guard  against 
coming  to  conclusions  of  this  kind  from  a  one- 
sided view  of  the  situation.  Everybody  has  keen 
appreciation  of  his  own  troubles  but  knows  com- 
paratively little  about  the  troubles  of  other  peo- 


ple, but  trouble  i%  plentiful  everywhere.  If  every- 
one will  try  to  keep  his  temper  and  be  reasonable 
and  helpful  it  will  be  better  for  all.  The  general 
movement  of  commodities  refutes  the  idea  of 
manipulation.  This  world  is  too  big  to  be  readily 
managed,  and  yet  so  small  that  what  happens  to 
any  part  of  it  may  affect  every  other  part.  It  is 
a  mistake  to  say  that  the  farm  products  of  this 
country  alone  have  declined,  or  that  farmers  alone 
have  lost  money.  Coffee  and  sugar  have  declined 
more  than  wheat  and  corn,  and  cotton  cloth  as 
much  as  raw  cotton.    The  tendency  is  general. 

It  is  true  that  tliis  year's  crops  have  been  grown 
at  a  high  level  of  costs,  but  costs  do  not  determine 
selling  prices  when  the  prospect  is  that  future 
costs  will  be  less.  Prices  now  are  discounting 
future  conditions. 

There  is  not  a  farmer  in  North  Dakota  who 
will  buy  a  machine  this  Fall  at  cost  if  he  be- 
lieves he  can  buy  one  next  year  for  less  money. 
The  newspapers  have  reported  that  the  man- 
agement of  the  new  Brotherhood  National 
Bank  of  Cleveland,  owned  by  the  Brotherhood 
of  Locomotive  Engineers,  who  had  contem- 
plated the  erection  of  a  bank  edifice,  has  de- 
cided to  postpone  the  construction  until  costs 
are  lower.  The  whole  business  world  has 
postponed  buying  for  the  same  reason,  and  it 
is  better  policy  for  each  group  to  accept  the 
situation  without  complaint  than  to  quarrel 
with  all  the  rest  about  what  cannot  be  helped. 

Carrying  tiie  Crops. 

It  has  been  well  said  that  the  portion  of  all 
crops  which  is  not  wanted  for  consumption  until 
months  in  the  future  must  be  carried  somewhere, 
and  that  it  may  as  well  be  carried  in  the  hands  of 
the  farmers  as  elsewhere.  Indeed,  tiiat  is  the 
best  place  for  it,  if  the  farmer  can  afford  to  take 
the  risk  of  further  declines,  and  always  subject  to 
the  obligation  which  rests  upon  the  farmer  as  well 
as  everyone  else,  to  pay  his  current  debts  with 
reasonable  promptness.  The  whole  business  struc- 
ture rests  upon  the  expectation  that  men  will  do 
as  they  agree,  and  that  the  flow  of  payments  in 
trade  will  be  kept  moving.  Anything  like  a  gen- 
eral suspension  of  the  payments  which  fall  due  in 
the  regular  course  of  business,  compelling  mer- 
chants and  others  to  default  upon  their  obliga- 
tions, would  make  the  whole  situation  so  much 
worse  that  the  farmers  along  with  other  people 
would  be  worse  off  because  of  it.  Nobody  is 
justified  in  refusing  to  meet  his  obligations 
when  they  are  due  because  it  will  cause  him  incon- 
venience or  require  a  sacrifice,  for  his  doing  so  is 
likely  to  hold  up  a  string  of  payments  and  cause 
inconvenience  and  sacrifice  to  many  people. 
Everybody  should  do  his  part  to  maintain  condi- 
tions as  near  normal  as  possible.  A  farmers' 
conference  in  Washington  last  week  resolved  in 
favor  of  selling  to  meet  the  regular  demands  for 
consumption,  and  this  is  putting  it  very  well. 


The  Banker's  Place  in  the  Situation. 

It  probably  will  take  less  credit  to  carry  the 
deferred  supply  in  the  hands  of  the  farmers  than 
in  the  hands  of  dealers,  and  that  is  the  best  place 
for  it  while  conditions  are  unsettled.  The  fact 
must  not  be  lost  sight  of,  however,  that  regardless 
of  present  costs  of  production,  and  regardless  of 
anybody's  opinions,  no  one  really  knows  what 
future  prices  will  be,  and  it  is  no  part  of  the  busi- 
ness of  a  banker  to  take  market  risks.  He  has  no 
right  to  do  it.  He  is  not  handling  his  own  funds, 
but  trust  funds,  which  he  has  agreed  to  return  to 
the  owners,  and  which  are  left  with  him  on  the 
express  understanding  that  he  will  not  take 
chances  with  them.  The  whole  situation  would  fall 
into  chaos  if  the  public  gained  the  idea  that  bank- 
ers were  taking  market  risks.  Whoever  wants  to 
carry  the  crops  must  expect  to  take  the  risks  that 
belong  with  ownership. 

It  should  be  borne  in  mind  in  considering  the 
banker's  attitude  toward  loans  that  he  is  inter- 
ested in  making  all  the  loans  he  can  with  safety. 
His  income  is  from  loans,  and  his  lending  power 
is  in  the  deposits  which  the  public  keeps  with  him. 
His  deposits  go  up  and  down  with  the  prosperity 
of  the  community  in  which  he  lives.  There  is 
every  reason  why  the  banker,  especially  in  regions 
where  the  chief  interest  is  agriculture,  should  do 
everything  in  his  power  to  aid  the  farmer  in  ob- 
taining the  largest  possible  results  from  his  labors, 
and  so  far  as  we  are  advised  he  fully  expects  to 
do  this. 

The  Outiook. 

It  was  inevitable  that  this  slump  would  come 
whenever  rising  prices  reached  the  top  and  the 
public  became  satisfied  that  the  future  course 
of  prices  would  be  downward  rather  than 
upward.  It  came  prematurely  in  1919,  because  the 
influences  favorable  to  a  spurt  of  private  expen- 
ditures at  that  time  were  too  strong  to  be  held  in 
check.  It  is  better  that  the  check  should  come 
now  than  a  year  later.  Although  the  reactionary 
swing  has  gone  farther  than  most  people  expected 
it  to,  there  is  no  reason  for  extreme  pessimism 
about  it.  Undoubtedly  some  prices  have  gone  too 
low  already.  It  is  unreasonable  to  suppose  that 
prices  are  going  back  at  this  time  to  pre-war 
levels,  and  where  they  do  it  is  safe  to  say  that  the 
things  are  too  cheap  and  can  be  bought  to  ad- 
vantage. 

Grounds  for  Confidence. 

There  are  good  reasons  for  confidently  believ- 
ing that  this  country  is  not  going  into  a  long 
period  of  depression.  Such  experiences  in  the 
past  always  have  followed  long  periods  of  inter- 
nal development,  including  extensive  construc- 
tion work,  such  as  railroad-building,  town-build- 
ing, etc.  Our  periods  of  prosperity  and  credit  ex- 
pansion have  been  of  this  character,  and  it  has 
usually  happened  that  the  movement  has  over- 
run the  needs  of  the  country  at  the  time,  and  a 


period  of  growth  was  required  afterward  to  bring 
the  country  up  to  its  new  facilities.  This  was 
the  case  in  1873  and  1893,  the  two  most  important 
crises  of  our  recent  history.  In  the  period  follow- 
ing 1893  recovery  was  delayed  by  the  controversy 
over  the  money  question. 

The  boom  period  which  has  been  responsible 
for  the  existing  expansion  of  credit  and  high 
prices  was  not  due  to  internal  development  or  con- 
struction work ;  on  the  contrary  it  interfered  with 
normal  development  and  improvements,  and  the 
facilities  of  the  country  are  behind  its  needs. 
Never  before  was  there  so  much  work  in  sight 
needing  to  be  done,  or  so  many  opportunities  in 
the  world  outside.  The  immediate  problem  is  that 
of  price  readjustment.  It  is  not  a  case  of  ex- 
haustion or  of  waiting  to  grow  up  to  investments 
that  have  been  made.  The  new  work  would  not 
go  forward  upon  the  level  of  costs  created  by  the 
war,  and  regarded  as  abnormal  and  temporary. 

Although  the  buying  power  of  the  agricul- 
tural districts  has  been  affected  by  the  fall  of 
farm  products  the  fact  remains  that  the  yield 
of  these  products  is  the  largest  on  record.  The 
yield  is  an  important  factor  in  the  decline  and 
in  some  crops  it  will  compensate  in  large  part 
for  the  decline.  In  corn  and  oats  the  farmer 
sells  the  surplus  after  providing  for  the  keep 
of  his  work  animals  and  other  live  stock;  on 
a  short  crop  the  surplus  is  small,  and  may  not 
bring  much  even  at  a  high  price,  but  on  a  large 
crop  all  of  the  surplus  is  for  sale.  If  wheat  is 
low  all  farmers  will  pay  less  for  flour,  and  if 
all  goods  come  down  the  farmers'  loss  of  pur- 
chasing power  will  be  correspondingly  less. 
The  decline  in  farm  products  has  been  so  sud- 
den as  to  give  a  shock,  but  measured  by  prices 
in  the  past  still  gives  great  buying  power. 

Foreign  Exchange  as  a  Factor. 

In  this  connection,  however,  we  would  sound 
a  note  of  warning  which  we  have  often  sound- 
ed before.  The  foreign  exchanges  have  been 
working  lower,  and  if  they  should  break  seri- 
ously enough  to  compel  a  still  greater  curtail- 
ment of  exports  the  effect  will  be  to  pile  up 
commodities  in  the  home  market  and  depress 
prices.  Who  can  doubt  that  the  markets  would 
be  in  better  condition  today  if  Great  Britain 
and  France  had  not  been  obliged  to  pay  the 
$500,000,000  joint  loan  in  New  York  on  Oc- 
tober 15th.  They  paid  with  a  renewal  on  the 
part  of  France  of  $100,000,000,  but  if  they  had 
not  paid  $400,000,000  they  would  have  had  that 
much  more  with  which  to  buy  our  products. 
People  cannot  always  pay  their  debts  and  buy 
more  goods  at  the  same  time.  We  say  and 
think  that  we  cannot  float  large  foreign  loans, 
but  the  decline  in  the  value  of  farm  products 
and  resulting  disturbance  to  industry  in  the  last 
two  months  has  been  enough  to  float  more  loans 
than  Europe  has  even  thought  of  asking. 


The  $100,000,000  foreign  banking  corpora- 
tion under  the  Edge  law  projected  by  the  Am- 
erican Bankers  Association  and  the  other 
corporations  proposed  under  that  act  are  very 
much  needed,  and  should  be  put  through 
promptly.  We  hope  that  this  will  be  done  now 
that  the  need  has  become  more  apparent. 

Few  Failures. 

The  reserve  resources  and  recuperative  powers 
of  the  country  are  far  greater  than  at  any  previ- 
ous time  when  a  check  of  this  kind  was  experi- 
enced. The  credit  situation  is  stronger.  The 
banking  situation  is  wholly  different,  which  in  it- 
self is  a  factor  of  great  importance.  In  view  of 
the  extent  of  the  price  declines  the  comparatively 
few  cases  of  embarrassment  among  business  con- 
cerns of  importance  is  significant. 

There  is  no  gainsaying  that  the  fall  season  has 
been  seriously  demoralized  by  the  unsettlement 
which  has  developed.  The  buying  power  of  a 
great  many  people  in  the  aggregate  has  been  im- 
paired, measuring  their  ability  by  the  prices  that 
have  been  prevailing.  The  general  feeling  that 
these  prices  could  not  be  sustained  has  been  thor- 
oughly confirmed ;  the  public  will  have  nothing  to 
do  with  them.  When  the  general  level  is  reduced, 
so  that  a  common  basis  for  trade  is  restored,  con- 
ditions are  such  that  business  will  be  quickly  re- 
sumed. That  cannot  be  accomplished  now  for 
the  fall  season,  but  if  business  men  will  set  about 
getting  their  houses  in  order  for  spring  trade  on 
a  regular  basis  the  situation  should  be  well  stabil- 
ized by  that  time  and  the  field  cleared  for  recovery 
and  a  long  period  of  prosperity. 

Banking  Conditions. 

The  New  York  time  money  market  is  prac- 
tically unchanged,  eight  per  cent  being  the 
ruling  rate  upon  commercial  paper  and  loans 
not  governed  by  the  usury  law.  The  banks 
have  been  on  the  lookout  for  some  signs  of 
liquidation,  but  none  have  appeared  as  yet. 
They  are  borrowing  heavily  of  the  Federal  Re- 
serve bank  and  the  latter  continues  to  be 
debtor  to  other  Reserve  banks.  Liquidation 
over  the  country  generally  will  have  to  go  far 
enough  to  enable  the  member  banks  to  reduce 
their  loans  at  the  Reserve  banks  materially  be- 
fore reduction  in  interest  rates  can  be  ex- 
pected. TTiere  is  no  early  prospect  of  that.  Call 
money  rates  have  fluctuated  from  6  to  10  per 
cent. 

The  loans  of  822  member  banks  reporting  to 
the  Federal  Reserve  Board  were  at  their  high- 
est point  on  October  IS,  when  the  aggregate 
of  loans  and  investments  was  $17,283,996,000, 
against  $17,188,604,000  the  week  before,  and 
$17,07.3.065,000  on  April  16  last,  six  months 
ago.  The  aggregate  earning  assets  of  the 
twelve  Federal  Reserve  Banks  on  October  15 
were  $3,421,976,000,000,  the  highest  in  the  his- 


tory of  the  system.  These  figures  compare 
with  $3,158,570,000  on  April  16,  and  give  an- 
swer to  the  charge  that  the  Federal  Reserve 
system  has  been  contracting  credits. 

The  Innatlon  of  Credit. 

The  most  conclusive  answer  to  this  charge 
and  to  all  of  the  inflationist  criticism  of  recent 
banking  policy  is  furnished  by  the  figures  made 
public  by  the  Comptroller  of  the  Currency  on 
October  15,  for  the  loans  and  discounts  of  all 
banks  in  the  United  States,  excepting  the  Reserve 
banks. 

Once  every  year  the  Comptroller  compiles  a 
statement  showing  the  condition  of  all  banks, 
including  those  doing  business  under  state 
charters.  His  statement  given  out  on  the 
15th  ult.  is  of  June  30,  1920,  and  shows  that  on 
that  date  the  total  of  loans  and  discounts  of  all 
national  and  state  banks,  trust  companies,  sav- 
ings banks  and  reporting  private  banks  was 
$.«),891, 693,000,  an  increase  of  $5,805,736,000 
over  June  30,  1919. 

These  are  startling  figures,  and  they  do  not 
show  all  of  the  increase,  for  while  the  redis- 
counts of  member  banks  with  the  Federal 
Reserve  banks  are  included,  the  open-market 
purchases  and  other  holdings  of  the  Reserve 
banks  are  not.  The  Secretary  of  the  Treasury, 
addressing  the  American  Bankers  Convention 
a  few  days  later,  stated  that  the  loans  and  dis- 
counts of  all  banks  had  increased  since  the 
armistice  in  the  round  sum  of  seven  billions  of 
dollars. 

As  the  total  loans  and  discounts  of  these 
banks  on  June  30,  1917,  (the  date  nearest  to  our 
entrance  into  the  war  for  which  figures  are  ob- 
tainable) was  $20,641,427,253,  it  appears  that 
the  increase  since  the  armistice  has  been  tmice  as 
much  as  while  we  were  at  tvar. 

These  figures  are  offered  for  the  considera- 
tion of  the  persons  who  have  been  talking 
about  the  contraction  of  credit  or  who  hold 
that  credit  should  have  been  granted  more 
freely.  Of  course  the  former  are  without 
standing,  for  there  has  been  no  contraction, 
and  as  for  the  latter  the  facts  and  the  argu- 
ment are  heavily  against  them. 

Inflation  Does  Not  Increase  Production. 

Upon  what  theory  can  it  be  urged  that  the 
country  has  needed  so  much  more  credit  to 
handle  its  business  in  the  period  following  the 
armistice  than  during  the  war?  The  physical 
volume  of  business  has  not  increased;  produc- 
tion has  not  increased;  the  output  of  coal  has 
not  increased;  the  tonnage  handled  by  the  rail- 
roads has  not  increased.  The  only  reason  that 
can  be  given  is  that  wages  and  prices  have  been 
advancing,  and  every  student  of  monetary 
science  who  has  any  standing  as  an  authority 
will  agree  that  an  increase  of  the  amount  of 
money  in  circulation,  or  of  bank  credit  circu- 


lating  as  money,  will  have  of  itself  the  effect  of 
raising  prices.  If  the  medium  of  exchange  is 
increased  in  volume  without  a  corresponding  in- 
crease in  the  amount  of  commodities  to  be  handled 
the  medium  will  depreciate,  as  we  have  seen  re- 
peatedly in  our  national  experience. 

The  phenomena  of  tight  money  does  not 
prove  that  there  is  a  lack  of  money  to  do  the 
business  of  the  country.  Tight  money  will  re- 
sult from  rising  prices  and  from  a  demand  for 
goods  in  excess  of  the  supply,  causing  a  compe- 
tition among  buyers,  who  run  up  prices  on 
each  other.  That  is  precisely  the  situation 
which  existed  in  this  country  last  year. 

Effect  of  Competitive  Demands. 

This  country  last  year  was  trying  to  do  more 
business  than  it  was  capable  of  doing.  It  was 
trying  to  make  up  all  the  arrears  of  war-time 
forthwith.  There  was  more  work  to  be  done 
than  there  were  workers  to  do  it,  and  greater 
demands  upon  the  industries  than  they  had 
the  equipment  and  facilities  to  meet.  In  a 
situation  of  this  kind  the  scarcity  is  exagger- 
ated by  the  efforts  of  buyers  to  make  pur- 
chases in  different  quarters  and  through  differ- 
ent agencies.  Every  producer  and  dealer  is 
persuaded  that  he  can  do  more  business  if  he 
is  given  more  credit  to  work  with,  but  if  they 
are  all  given  more  credit  to  work  with,  the 
effect  is  not  to  increase  production,  which  is 
already  at  capacity,  but  simply  to  finance  their 
scramble  for  labor  and  materials,  with  the  re- 
sult that  wages  and  prices  are  driven  higher. 

There  can  be  no  relief  from  tight  money  so 
long  as  prices  continue  to  rise,  and  no  end  to 
rising  prices  so  long  as  more  credit  is  being 
granted,  until  the  situation  eventually  gets  out 
of  balance,  consumption  somewhere  is  checked, 
confidence  is  disturbed  and  the  whole  artificial 
structure  comes  down  in  a  crash. 

The  Old  Story  of  Debts  and  Prices. 

Every  one  who  is  familiar  with  the  course 
of  credit  expansion  and  collapse  knows  that 
an  abnormally  large  volume  of  bank  credit  and 
an  abnormally  high  level  of  prices  together 
create  a  dangerous  situation.  Every  business 
crisis  ever  experienced  in  this  country  or  else- 
where has  come  under  those  conditions.  And 
they  have  all  come  in  the  face  of  a  clamorous 
demand  for  more  credit  to  "increase  produc- 
tion" and  for  other  "legitimate  business."  The 
trouble  always  is  that  rising  prices  do  not  go 
on  rising  forever;  sooner  or  later  they  turn 
into  falling  prices,  which  result  in  shrinking 
assets  while  the  indebtedness  against  those 
assets  does  not  shrink  at  all.  The  inflationists 
are  always  wanting  facilities  for  creating  more 
indebtedness,  and  the  fact  that  an  increase  of 
seven  billions  since  the  armistice  has  not  satis- 
fied them  should  be  ample  proof  that  their 
wants  are  insatiable. 


Inflation  Outside  of  Reserve  Banlu. 

The  Federal  Reserve  Board  was  aware  of  the 
danger  inherent  in  continued  expansion,  but  de- 
layed action  upon  interest  rates  until  November, 
1919,  although  it  had  uttered  warnings  before. 
On  October  31,  1919,  the  total  earning  assets  of 
the  Federal  Reserve  banks  were  $2,824,156,000, 
and  on  January  2,  1920,  $3,181,808,000.  Since 
then  there  has  been  a  steady  effort  to  hold  the  situ- 
ation in  check,  perhaps  all  that  wisely  could  be 
done  on  the  part  of  the  Reserve  banks,  but  the 
above  figures  show  that  with  30,000  independent 
banking  institutions  in  this  country  a  vast  expan- 
sion of  credit  has  been  possible  under  the  Reserve 
act  and  amendments  without  the  direct  aid  of  the 
Reserve  banks.  Of  the  $5,800,000,000  increase  in 
bank  loans  since  June  30,  1919,  only  $818,237,000 
has  been  through  the  facilities  of  the  Reserve 
banks,  and  of  the  $10,250,265,747  increase  since 
June  30,  1917,  only  $2,777,083,000  has  been 
through  them.  The  remainder  has  been  handled 
by  the  individual  banks,  but  made  possible  by  the 
reduction  of  reserve  requirements  provided  for  in 
the  Reserve  act,  and  by  the  concentration  of  re- 
serves and  currency-issuing  powers  of  the  central 
banks.  Evidently  deflation  will  be  a  long  ways 
from  complete  when  the  Reserve  banks  are  de- 
flated. 

Tlie  Inflation  Period  Has  Culminated. 

It  is  safe  to  say  that  the  danger  of  further  in- 
flation is  over  for  the  present.  The  decline  of 
prices  will  put  an  end  to  the  appeals  for  more 
credit  for  the  purpose  of  buying  things  and 
starting  things.  People  do  not  care  to  borrow 
money  to  buy  land,  speculate,  build  extensions 
or  go  into  new  enterprises  when  prices  are 
falling.  They  will  proceed  now  to  earn  and  save 
and  apply  the  proceeds  on  their  debts.  Therefore 
it  may  be  expected  that  as  liquidation  proceeds 
money  will  tend  to  become  easier,  until  the  strain 
which  has  been  felt  since  1917  is  quite  removed. 
Of  course  it  is  going  to  take  a  larger  turnover 
of  products  to  pay  debts  than  under  high  prices. 

It  is  a  significant  fact  that  for  the  first  time 
in  the  history  of  this  country  a  period  of  ex- 
pansion has  culminated  and  prices  have  turned 
decisively  downward  without  a  banking  panic. 
Heretofore  the  turn  has  been  always  accom- 
panied and  the  downward  pace  accelerated  by 
a  collapse  of  bank  credit.  This  time,  the  situa- 
tion, instead  of  being  aggravated  by  the  efforts 
of  thousands  of  banks  to  reduce  their  loans 
and  increase  their  cash  reserves,  will  be  supported 
by  an  adequate  banking  system.  Business  houses 
entitled  to  credit  will  continue  to  receive  it.  Valu- 
ations will  have  to  undergo  revision,  but 
the  whole  financial  situation  is  altogether  dif- 
ferent from  that  which  has  existed  at  any 
other  time  of  business  reaction.  The  business 
community  is  protected  from  the  shock,  alarm 
and  stress  which  result  from  a  general  contraction 
of  credit.     Not  only  has  there  been  none  up  to 


this  time,  but  there  will  be  none;  liquidation  will 
follow  its  natural  course  as  shaped  by  conditions 
in  the  markets. 

It  is  a  principle  of  modern  banking  that  the 
time  to  restrict  credits  is  when  prices  are  ris- 
ing and  credit  expansion  is  under  way,  and  that 
after  the  turn  has  been  definitely  made,  when 
business  is  known  to  be  receding,  it  is  sound 
policy  to  grant  credit  freely  to  concerns  of  assured 
strength,  to  maintain  stability  and  the  orderly 
processes  of  trade. 

The  Fundamentals  of  Civilized  Society. 

In  his  reply  to  the  request  of  some  of  the  an- 
thracite coal  miners  that  he  should  set  aside  the 
findings  of  the  late  arbitration  commission  in  that 
industry,  President  Wilson  said  that  "by  all  the 
laws  of  honor  upon  which  civilization  rests  the 
pledge  given  by  the  miners  to  stick  by  the  award 
should  be  fulfilled."  He  stated  the  case  very  ef- 
fectively and  it  is  well  in  considering  these  ques- 
tions into  which  class  prejudices  easily  enter  to  get 
down  to  fundamentals  and  consider  frankly  the 
state  of  mutual  dependence  which  exists  through- 
out modern  society. 

The  great  demand  of  the  time  is  for  a  more 
abundant  supply  of  the  comforts  and  good  things 
of  life  for  the  masses  of  the  people.  It  is  the 
desire  and  hope  of  all  right-minded  people  that  the 
standard  of  living  shall  be  constantly  raised.  On 
the  other  hand  the  growth  of  population  which  is 
steadily  proceeding  tends  to  make  it  more  dif- 
ficult to  maintain  the  present  standard  of  living,  to 
say  nothing  about  raising  it.  The  facts  sustain- 
ing this  statement  are  within  the  observation  of 
all.  Our  best  and  most  available  lands  are  occu- 
pied. Agricultural  experts  tell  us  that  a  large 
part  of  these  lands  are  being  robbed  of  their 
fertility ;  the  farmers  are  not  putting  back  the  ele- 
ments that  are  being  taken  out,  and  if  this  policy 
is  continued  production  will  decline.  The  most 
easily-worked  supplies  of  coal  and  other  minerals 
are  taken  first,  and  already  the  average  cost  of 
mineral  production  is  increasing.  Our  stores  of 
mineral  oil  outside  of  the  shales  will  not  last  over 
20  or  25  years,  and  the  supply  from  shales  will 
be  more  costly.  The  situation  as  to  timber  is 
familiar,  but  has  been  succinctly  stated  recently  by 
Colonel  W.  B.  Greeley,  of  the  United  States  For- 
estry Service,  as  follows : 

"Tbree-fiftht  of  the  original  supply  of  timber  in  the 
United  States  ii  gone  and  every  year  we  are  taking  out 
of  our  forests  four  times  the  amount  of  wood  that  we  are 
growing  in  them.  Moreover,  the  availability  of  the  re- 
maining timber  is  rapidly  becoming  less.  Half  of  the 
remaining  timber  of  continental  United  States  is  in  the 
three  States  bordering  the  Pacific  Ocean.  And  the  true 
index  of  timber  depletion  is  not  the  quantity  that  is  left 
but  its  availability. 

These  stores  of  natural  wealth,  which  were  in 
preparation  for  thousands  of  years,  have  a  vital 
relation  to  the  welfare  of  the  population.  Every- 
thing that  ministers  to  physical  comfort  and  well 


being  is  provided  by  the  work  of  our  industries 
upon  these  natural  products.  We  cannot  get  along 
without  these  products  and  as  the  supply  is  dimin- 
ishing while  the  demand  is  increasing  there  seems 
to  be  no  escajje  from  the  conclusion  that  the  cost 
will  continue  to  increase.  Certainly  it  will  do  so 
unless  the  methods  of  production  are  so  improved 
as  to  reduce  the  labor  costs. 

Society  Must  Be  Interdependent. 

It  is  true  that  there  are  parts  of  the  world 
where  the  natural  resources  are  as  yet  practically 
untouched,  but  they  will  be  opened  up  slowly  and  ' 
only  as  higher  prices  stimulate  their  develop- 
ment. The  fact  that  they  are  yet  in  reserve  does 
not  essentially  alter  the  proposition  that  society 
instead  of  advancing  to  higher  standards  of  com- 
fort is  destined  to  suffer  under  the  steady  pres- 
sure of  increasing  scarcity,  except  as  by  research 
and  invention  and  by  the  higher  and  more  ef- 
fective organization  of  industry  this  baleful  ten- 
dency is  overcome. 

In  short,  society  must  keep  its  attention  fixed 
constantly  upon  the  means  of  increasing  produc- 
tion. It  cannot  afford  to  disregard  the  incentives 
which,  acting  generally  upon  the  population,  have 
the  effect  of  stimulating  production.  It  cannot  , 
afford  to  neglect  the  advantages  afforded  by  highly  M 
developed  industrial  organization,  and  by  speciali- 
zation,  and  the  use  of  power  and  machinery. 

Modem  Organization  Requires  Higlier 
Ettilcal  Development. 

This  higher  organization  of  society,  while  af- 
fording great  po.ssibilities  in  increased  production, 
will  not  realize  them  unless  the  workers  in  all  the 
various  occupations  understand  the  system,  ap- 
preciate the  benefits  they  personally  gain  from  it 
and  recognize  that  they  have  certain  responsibili- 
ties and  obligations  under  it.  The  individual  who 
devotes  himself  to  any  single  trade  or  profession 
for  the  purpose  of  acquiring  skill,  does  so  upon 
the  understanding  that  he  will  be  able  to  exchange 
his  services  for  the  products  or  services  of  others 
upon  such  fair  terms  as  would  naturally  result 
from  the  voluntary  and  free  distribution  of  the 
population  in  the  various  occupations.  The  whole 
scheme  of  organized  society  is  dependent  upon  its 
effectiveness  in  mutual  service.  It  is  a  co-oper- 
ative system.  It  requires  that  the  population  shall 
not  only  have  a  certain  degree  of  intellectual  de- 
velopment but  a  certain  degree  of  moral  or  ethical 
development.  The  peojile  must  understand  the 
binding  force  of  mutual  obligations.  I  f  any  group, 
having  obtained  control  of  a  given  trade  or  occu- 
pation, the  services  of  which  are  necessary  to  the 
maintenace  of  life  or  comfort  throughout  the 
community,  propo.ses  to  suddenly  discontinue  such 
service  unless  certain  conditions  of  its  own  mak- 
ing are  complied  with,  the  fundamental  conditions 
of  the  whole  social  compact  are  violated. 
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Shall  We  Qo  Back  to  the  State  of  Life  In  China? 

If  demands  of  this  kind  are  to  be  commonly 
made,  mutual  dependence  will  become  dangerous 
and  impracticable.  It  will  have  to  be  abandoned 
and  society  will  have  to  go  back  to  simpler  liv- 
ing, longer  hours  of  labor,  and  more  primitive 
conditions,  like  those  of  China,  or  it  will  have  to 
organize  to  meet  such  contingencies  by  means  of 
trained  volunteer  forces,  supported  by  the  power 
of  public  authority.  Either  of  these  remedies  of 
course,  would  greatly  reduce  the  effectiveness  of 
industry,  to  the  injury  of  all. 

Any  system  or  policy  that  puts  it  in  the  power 
of  a  few  ignorantly  or  wantonly  to  do  vast  injury 
to  the  community,  or  to  subject  the  community  to 
their  arbitrary  will,  is  intolerable.  In  the  nature  of 
things  it  cannot  endure,  and  those  who  attempt  to 
impose  it  upon  others  will  fail  and  lose  by  so 
doing. 

The  work  of  a  coal  miner  requires  knowledge 
gained  by  experience  and  training.  The  coal 
mines,  as  a  rule,  cannot  be  operated  by  workers 
picked  up  in  an  emergency  from  other  occupa- 
tions. The  public  expects  to  pay  the  coal  miners 
a  reasonable  compensation  for  their  labor  and  for 
whatever  hardships  and  risks  the  work  may  in- 
volve. There  can  be  no  infringement  of  the  right 
of  an  individual  miner  to  abandon  the  occupation 
whenever  he  can  better  himself  or  for  any  reason 
desires  to  make  a  change,  but  the  idea  that  the 
miners  as  a  body  may  take  advantage  of  the  neces- 
sities of  the  community  to  dictate  national  policies 
that  are  properly  within  the  authority  of  the 
regular  law-making  bodies,  as  the  miners  of  Grfeat 
Britain  recently  threatened  to  do,  or  dictate  the 
terms  for  mining  coal,  is  unjustifiable  upon  any 
principle  of  democratic  society  or  of  co-operative 
social  relations. 

Conservative  Influences  in  Labor  Ranks. 

Notwithstanding  the  increase  of  radical  agi- 
tation both  in  this  country  and  Europe,  with 
occasional  ill-advised  actions  into  which  work- 
men are  drawn  by  revolutionary  leaders,  there 
is  good  reason  for  confidence  that  a  knowledge 
of  the  principles  set  forth  above  is  permeating 
the  masses  of  the  people.  There  is  a  growing 
appreciation  among  both  workmen  and  man- 
agers of  business  of  the  rights  of  the  public. 
The  "one  big  union"  idea  which  has  fascinated 
some  of  the  working  people  because  it  seemed 
to  offer  the  power  to  bring  all  society  to  its 
knees  is  not  convincing  on  close  examination, 
for  the  reason  that  nine  out  of  ten  of  those  who 
would  be  brought  to  their  knees  would  be  of 
the  working  class.  The  threat  of  a  coal  strike 
in  England,  backed  by  a  strike  of  railway  em- 
ployes and  other  big  unions  has  been  very 
menacing,  but  the  most  responsible  labor  leaders 
who  saw  the  common  disaster  that  would  re- 
sult labored  earnestly  to  prevent  it.  The  study 
of  the  social  problem  that  is  being  given  by  the 


labor  leaders  makes  it  more  improbable  with  every 
year  that  passes  that  any  revolutionary  move- 
ment will  succeed  in  western  Europe  or 
America.  And  it  should  not  be  thought  for  a  mo- 
ment that  the  labor  leaders  have  been  the  only 
people  who  needed  to  develop  the  vision  of  com- 
mon social  interests.  There  has  been  lamentable 
ignorance  upon  the  subject  in  all  classes. 

Farmers'  Organizations. 

The  farmers'  organizations  north  and  south  are 
very  active  in  increasing  their  membership  and 
developing  plans  for  obtaining  greater  control  over 
the  prices  of  farm  products.  In  the  south  the 
American  Cotton  Association  has  been  pledging 
its  members  to  hold  cotton  for  40  cents  per  pound 
up  to  November  1st,  with  an  additional  one  cent 
per  pound  for  each  month  thereafter,  and  to  plant 
33y3  per  cent  of  the  cotton  land  in  foodstuffs  next 
year.  There  is  good  reason  for  believing  that  it 
is  sound  policy  for  the  southern  farmers  to  di- 
versify their  crops  more  than  they  have  done  in 
the  past,  at  least  to  the  extent  of  growing  the 
food  required  for  home  consumption.  Moreover, 
it  is  doubtless  good  policy  for  the  cotton  growers 
to  market  their  products  slowly  this  season, 
on  account  of  the  depressed  state  of  the  cotton 
goods  market.  The  wool  growers  have  been 
forced  to  follow  the  same  policy  in  order  to  pre- 
vent the  market  from  being  glutted.  There  can  be 
no  criticism  of  a  proper  adjustment  of  supplies  to 
demands. 

Too  Early  to  Plan  Curtailment. 

A  word  of  caution,  however,  against  hasty 
action  may  be  in  order.  The  crop  is  not  yet  har- 
vested and  conditions  may  undergo  much  change 
before  planting  time  next  spring.  Governor 
Harding,  of  the  Federal  Reserve  Board,  gave 
good  advice  when  he  suggested  that  the  South  take 
steps  to  finance  the  marketing  of  its  products  in 
the  countries  of  Europe  which  need  it  but  are  with- 
out the  means  of  making  purchases.  The  world 
needs  all  the  cotton  that  can  be  grown;  the  prob- 
lem is  to  get  the  industries  of  all  countries  into 
operation  and  effect  such  an  exchange  of  products 
as  will  enable  it  to  be  sold.  If  the  American 
Cotton  Association  will  assume  leadership  in  such 
a  constructive  effort  it  will  render  great  service 
and  no  doubt  the  whole  country  will  give  aid. 

It  is  too  early  to  pass  resolutions  for  crop  cur- 
tailment, and  what  good  will  it  do  to  plant  less 
cotton  and  more  wheat  or  corn  when  the  pro- 
ducers of  these  grains  are  claiming  to  be  as  bad 
off  as  the  producers  of  cotton?  Will  it  help  the 
general  situation,  or  put  the  wage-earners  in  posi- 
tion to  work  for  less  wages,  to  have  cotton  lands 
or  wheat  lands  stand  idle  or  grow  up  to  weeds? 
If  everybody  will  do  in  this  emergency  what  is 
best  for  the  common  good  he  will  find  his  own 
interest  served  by  the  policy. 
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Marketinf  Problems. 

In  the  north  the  American  Farm  Bureau  As- 
sociation has  created  a  committee  upon  marketing 
of  seventeen  members,  to  make  a  study  of  the 
marketing  of  farm  products  and  report.  It  is 
proposed  to  make  an  extended  investigation,  but 
although  there  is  evidently  much  sentiment  in 
favor  of  an  elaborate  plan  of  operations  no  hasty 
action  is  likely  to  be  taken.  It  is  well  to  have  the 
inquiry  made,  for  if  conducted  with  good  judg- 
ment it  will  clear  up  a  good  many  misunder- 
standings. Moreover,  if  the  farmers  can  develop 
a  co-operative  system  of  marketing  that  will  ac- 
complish economies  and  narrow  the  margin  be- 
tween producer  and  consumer  they  will  render  a 
great  social  service.  In  the  great  co-operative  or- 
ganization by  which  our  wants  of  all  kinds  are 
supplied,  the  more  the  people  of  each  branch  of 
industry  know  about  all  the  other  industries,  and 
about  all  the  methods  by  which  the  exchanges  are 
made  the  better.  Every  individual  who  plays  any 
part  in  the  system  should  expect  to  give  an  ac- 
count of  himself  and  show  that  he  renders  ade- 
quate service  for  the  pay  he  receives.  If  any 
so-called  services  can  be  dispensed  with,  or  any 
middlemen  can  be  eliminated,  out  they  should  go. 
Society  has  been  doing  that  from  the  beginning 
and  will  continue  to  do  it. 

No  Qeneral  OvefProduction. 

It  is  pertinent,  however,  to  mention  one  danger 
which  attaches  to  the  organization  of  groups.  The 
policy  which  seems  to  promise  the  most  direct 
results  is  usually  that  of  curtailing  production. 
The  people  in  every  line  of  business  usually  think 
that  there  is  too  much  of  their  commodity  on  the 
market.  The  workmen  in  every  trade  think  there 
are  too  many  in  their  trade.  The  natural  sug- 
gestion is  to  limit  the  supply — cut  down  produc- 
tion, reduce  the  hours  of  labor,  restrict  the  num- 
ber of  apprentices  permitted  to  learn  the  trade,  etc. 

There  is  such  a  thing,  of  course,  as  over-pro- 
duction of  a  given  commodity.  It  is  conceivably 
possible  that  too  many  men  may  learn  a  given 
trade.  The  industrial  organization  may  get  out 
of  balance;  it  not  infrequently  does,  but  it  is  im- 
portant to  bear  in  mind  that  there  never  has  been 
a  general  over-production  of  the  necessaries  and 
comforts  of  life.  On  the  whole  there  has  al- 
ways been  under-production;  the  problem  which 
society  is  seeking  to  solve  is  that  of  increasing 
production.  Therefore  every  plan  which  proposes 
to  benefit  a  given  group  by  limiting  production  is 
properly  under  suspicion.  Since  we  supply  our 
wants  mainly  by  exchanging  products  with  each 
other,  it  is  evident  that  in  limiting  production  for 
the  purpose  of  raising  prices  we  impair  the  pur- 
chasing power  of  our  customers.  If  the  workers 
in  all  the  industries  cut  down  production  in  order 
to  raise  prices,  there  will  be  less  of  everything 
for  everybody.  Prices  will  be  high,  but  they  will 
benefit  nobody  and  be  a  burden  to  everybody. 
Progress  does  not  lie  that  way. 


The  Principles  of  social  Co>operatloa. 

The  true  principles  of  social  cooperation  never 
have  been  set  forth  more  clearly  and  etfectively 
than  in  the  resolutions  adopted  by  the  400  dele- 
gates from  28  states  who  formed  the  American 
Farm  Bureau  Federation  last  March,  when  they 
said  in  part : 

"We  hereby  speak  out  that  the  world  may  hear  our 
denuticiation  of  radicalism  in  every  form.  We  stand  for 
one  flag,  the  atars  and  stripes,  and  we  will  have  no  other 
flag  before  us.  We  stand  for  law  and  order  and  deplore 
the  present-day  tendency  to  disrespect  fundamental  laws 
and   constituted   authority. 

"The  world  war  resulted  in  a  great  waste  of  labor. 
Increased  production  is  essential  to  national  well  bein^. 
We  view  with  great  concern  the  tendency  to  unduly 
shorten  the  hours  of  labor  everywhere  with  resulting 
decreased  production  and  individual  efficiency.  We  stand 
for  higher  individual  efficiency  and  believe  that  every 
citizen,  regardless  of  his  station  in  life,  should  have 
open  to  him  every  incentive  for  the  development  of  his 
full  power.  Therefore,  we  condemn  any  system  or  prac- 
tice which  tenda  to  set  up  the  mediocre  man  as  tlie 
standard  in  any  class  or  group  and  hereby  declare  that 
it  is  un-American  to  fix  by  rule  or  law  the  accomplishments 
or  limitations  of  any  men  or  women  within  our  gates. 

"Let  us  return  to  the  true  American  principle  that 
every  citizen  is  entitled  to  and  should  receive  remunera- 
tion for  his  services  in  proportion  to  his  energ>',  efficiency 
and  responsibility.  In  determining  a  compensation,  we 
believe  that  the  result  of  the  day's  work,  rather  than  the 
hours  thereof,  should  be  of  paramount  importance. 

"We  pledge  the  farmers  of  America  to  the  largest  pos- 
sible production  consistent  with  good  husbandry,  with  a 
view  of  relieving  the  world's  dire  necessities  and  invite 
the  workers  of  all  other  industries  to  join  us  in  this 
spirit  of  service." 

The  occupational  organizations  may  serve  a  good 
purpose;  they  surely  will  when  conducted  in  the 
spirit  of  the  above  declarations,  but  the  class  spirit 
must  be  guarded  against.  Such  organizations 
must  be  controlled  by  the  purpose  to  improve  gen- 
eral social  conditions.  The  scheme  of  guild  or- 
ganization, under  which  each  trade  or  group  would 
control  production  in  its  line  and  fix  its  own  com- 
pensation, is  fundamentally  wrong.  It  would  di- 
vide society  up  into  watertight  compartments,  and 
develop  antagonism  and  contention  instead  of  co- 
operation. 

The  best  regulation  of  compensation  in  all  the 
occupations  is  free  movement  between  occupations 
and  the  free  exercise  of  individual  judgment.  The 
interests  of  the  entire  body  of  the  population 
should  be  kept  in  common  to  the  greatest  pos- 
sible extent. 

Cooperation  and  Reciprocity. 

The  whole  social  order  is  founded  upon  the 
principle  of  cooperation  and  reciprocity.  If  each 
person  will  comprehend  that  the  market  for  his 
own  products  or  services  is  dependent  upon  the 
ability  of  others  to  buy  them,  he  will  understand 
that  the  largest  degree  of  prosperity  for  any  group 
or  class  is  obtainable  in  a  state  of  general  pros- 
perity, when  production  and  the  exchanges  every- 
where are  well-balanced. 

It  is  a  reasonable  expectation  that  a  readjust- 
ment of  wages  and  prices  must  follow  the  war 
period,  and  it  is  apparent  that  this  readjustment 
has  begun.     The  farmers  have  already  taken  a 
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heavy  shrinkage  in  the  prices  of  their  products. 
They  think  it  hard  that  their  turn  should  come 
among  the  first,  but  akhough  the  farmer  is  not  a 
plutocrat,  he  is  a  proprietor,  an  operator  upon  his 
own  account,  and  people  who  have  capital  enough 
to  be  proprietors,  be  they  large  or  small,  are  in 
better  position  to  take  the  brunt  of  a  readjustment 
than  the  wage-earners  of  the  towns.  It  is  impos- 
sible to  ask  the  latter  to  accept  wage-reductions 
until  a  reduction  in  living  costs  has  taken  place, 
and  farm  products  are  the  leading  factor  in  the 
cost  of  living. 

On  the  other  hand,  the  price  of  farm  products 
having  declined,  it  becomes  a  matter  of  common 
justice  and  also  an  essential  factor  in  the  mainte- 
nance of  employment  for  the  wage-earning  class 
that  the  prices  of  what  the  farmer  must  buy  shall 
come  down  in  like  proportions.  Are  they  going 
to  do  so  ?    That  is  the  critical  question  at  this  time. 

The  Wage  Question. 

Every  one  is  entitled  to  have  his  own  opinion 
of  the  present  industrial  situation.  A  very  in- 
fluential labor  leader  has  declared  that  labor  must 
"resist,  resist  and  resist  to  the  last"  every  attempt 
to  reduce  wages,  and  this  is  the  position  which  or- 
ganized labor  is  understood  to  occupy.  The  idea 
doubtless  is  that  having  won  the  advanced  position 
represented  by  the  present  wage-level  they  intend 
to  hold  it  at  all  hazards.  It  is,  however,  a  mis- 
taken idea,  for  if  prices  generally  are  falling  and 
other  people  in  the  industrial  circle  are  taking 
smaller  pay  for  their  services  or  products  the 
workers  who  refuse  to  accept  any  wage  reduc- 
tions are  really  asking  for  more  pay.  Instead  of 
being  on  the  defensive,  trying  to  hold  their  own, 
they  are  attempting  to  improve  their  position  at 
the  expense  of  other  workers. 

Keeping  Industry  In  Balance. 

Furthermore,  they  will  be  attempting  the  impos- 
sible. They  overlook  the  interdependence  of  in- 
dustry. Consider  the  relations  between  manu- 
factured products  and  farm  products.  The  mar- 
ket for  farm  products  is  largely  in  the  towns  and 
the  market  for  the  town  industries  is  largely  on 
the  farms.  About  one-third  of  the  people  of  this 
country  live  on  the  farm.  The  exchanges  are 
made  by  means  of  money  payments,  but  unless 
farm  products  are  going  to  buy  about  as  many 
town  products  in  the  future  as  heretofore,  it  does 
not  require  a  professor  of  political  economy  to 
see  that  there  will  be  a  falling  off  in  the  consump- 
tion of  town  products  and  in  the  demand  for  labor 
to  make  them.  And  if  25  per  cent  of  the  labor 
so  employed  should  find  itself  walking  the  streets 
because  trade  had  fallen  off,  it  will  be  up  to  the 
labor  leader  to  explain  the  advantages  of  that 
situation  over  a  moderate  reduction  of  wages 
which  would  have  kept  the  farm  and  factory  in 
balance,  with  better  living  conditions  for  every- 
body. Goods  are  not  going  to  be  made  unless  they 
can  be  distributed,  and  distribution  cannot  occur 


except  upon  a  fair  basis  of  exchange  for  all  prod- 
ucts. Wages  have  been  advancing  for  five  years 
under  the  influence  of  the  law  of  supply  and  de- 
mand, which  was  also  advancing  the  prices  of 
farm  and  other  products.  It  will  be  a  serious 
mistake  for  the  labor  leaders  to  think  that  they 
accomplished  all  this  and  that  they  have  control 
of  the  situation  regardless  of  the  law  of  supply 
and  demand. 

Opposing  Economic  Law. 

At  its  last  annual  convention  held  a  few  months 
ago  at  Montreal,  the  American  Federation  of 
Labor  recognizing  the  probability  of  a  slackening 
in  the  demand  for  labor  proposed  as  a  remedy 
that  the  work-day  should  be  reduced  to  six  hours. 
This  would  artificially  maintain  the  prices  of  fac- 
tory- products  at  or  near  the  war  level,  while  farm 
products  would  be  taking  the  natural  decline.  Of 
course  the  farmers  are  not  going  to  stand  for 
that,  and  ought  not  to.  If  they  adopt  the  same 
policy  of  restricting  the  hours  of  labor  and  volume 
of  product,  prices  will  be  gloriously  high  all 
around,  and  everybody  will  have  plenty  of  leisure, 
but  there  will  be  very  much  less  to  eat  and  to 
wear  and  less  of  all  the  things  which  the  people 
are  wanting.  Class  organization  will  have  run 
itself  into  the  ground.  The  gains  in  living  con- 
ditions which  have  been  accomplished  by  the  de- 
velopment of  machinery  and  the  application  of 
capital  to  industry  will  have  been  sacrificed. 

Organized  labor  can  do  much  for  its  members 
and  for  the  community  if  it  works  in  harmony 
with  the  economic  law,  but  will  do  nothing  but 
mischief  if  it  works  against  that  law.  It  does 
not  pay  anybody  to  spend  his  energies  in  trying 
to  make  water  run  up  hill,  and  anyone  who  wants 
to  accomplish  something  in  this  world  will  find 
that  there  is  an  advantage  in  working  with  the 
natural  forces  and  for  the  general  interests 
rather  than  in  opposition  to  them. 

Foreign  Trade  and  Exchange. 

Foreign  trade  is  dull  so  far  as  new  business  is 
concerned,  and  our  relations  with  South  America 
are  practically  paralyzed  by  the  fall  in  the  value  of 
South  American  products  and  the  consequent  de- 
rangement of  the  exchanges.  Although  trade  with 
Europe  has  been  embarrassed  for  the  past  year 
by  the  high  premium  on  the  dollar  our  exchanges 
with  South  America  have  been  on  a  fairly  even 
basis  until  recently  and  much  of  the  time  with  the 
dollar  at  a  little  disadvantage  in  purchasing  power. 
But  the  fall  in  coffee,  wool,  hides  and  cocoa  to  a 
point  where  they  are  next  to  unsaleable  has  taken 
from  those  countries  the  ability  to  buy  of  the 
United  States.  The  lower  grades  of  Argentine  wool 
if  saleable  at  all  are  below  pre-war  prices.  Cocoa 
has  sold  within  the  last  week  in  this  market  as 
low  as  five  cents  per  pound,  although  it  has  been 
as  high  as  28  cents  within  the  last  two  years  and 
a  year  ago  was  about  18  or  20  cents.  Coffee  is 
down  60  or  65  per  cent  from  the  high  price. 
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Hides  have  sold  below  pre-war  prices  but  show 
some  symptoms  of  recovery.  These  figures  sig- 
nify that  little  is  doini;  in  imports  from  South 
America,  and  exports  to  those  countries  are  at  a 
stand-still. 

The  Argentine  government  hns  exhaustetl  the 
fund  of  credit  wliich  it  accumulated  here  during 
the  war,  and  excliange  on  New  York  in  Buenos 
Aires  is  at  a  premium  of  approximately  24  per 
cent.  In  consequence  of  the  situation  collections 
throughout  South  America  are  very  slow. 

The  drop  in  sugar  has  caused  a  crisis  in  Cuba, 
and  for  the  protection  of  the  banking  situation 
there  the  government  has  declared  a  moratorium 
on  bank  deposits  until  December  1st.  Negotia- 
tions are  under  way  in  this  market  for  loans  for 
Cuba,  Brazil  and  several  other  countries  to  relieve 
the  situation. 

September  Exports  and  Imports. 

The  September  statement  of  exports  and  im- 
ports makes  a  surprisingly  good  showing  in  view 
of  the  known  conditions,  for  which  cotton,  wheat 
and  mineral  oil  were  largely  responsible.  Both 
cotton  and  wheat  exports  in  the  month  are  under- 
stood to  include  considerable  amounts  purcliased 
earlier  in  the  season.  The  figures  by  principal 
groups  are  as  follows : 

Month  o(  September 


Groups-Imports:  1920. 

Crude  materials  for  use  in  manu- 

facturinK    J102,S54 

Foodstuffs    in    crude    condition    and 

food  animals  38,140 

Foodstuffs   partly  or  wholly  m'fd....       S2,883 

Manufactures  for  further  use  in 
manufacturinK    63,589 

Manufactures  ready  for  consump- 
tion     73,765 

Miscellaneous    ._ „............„„        2,940 


Total    J36S,666 

Exports. 

Crude  materials  for  use  In  manu- 
facturing      $119,176 

Foodstuffs    In    crude   condition    and 

food  animals  108,174 

Foodstuffs  partly  or  wholly  m'fd....       68,742 

Manuf.ncturos    for    further    use    in 
manufacturing    68,075 

Manufactures    ready    for   consump- 
tion   240,420 

Miscellaneous    _ 4S2 


1919. 

$201,548 

62,927 
53,428 

59,011 

64,481 
4,050 

$435,448 


$89,341 

66.944 
124,520 

92,506 

206,620 
754 


Total   domestic    exports $595,072     $580,689 

Forcism  merchandise  exported 10,218        14,524 


ToUl  exports   $605,291     $695,214 

The  usual  table  of 


Unit 
Value 

Canada   1.00 

Germany   „ 2382 

lUly    1930 

Belgium   1930 

France    1930 

England   4.8665 

Switzerland 1930 

Holland    4020 

Denmark   .„...     .2680 

Norway    2680 

Sweden  2680 

Spain    1930 

Argentine    9848 

Japan    4985 

'PrsiBlum. 


exchange  rates 

follow 

s: 

Rate  In 

Rate  In 

Change 

cents 

cents 

from 

Depre- 

Sept. 27 

Oct.  27 

par 

ciation 

.9020 

.9050 

.0950 

9.50 

.0163 

.0141 

.2241 

94.08 

.0420 

.0375 

.1555 

80.57 

.0706 

.0675 

.1255 

65.03 

.0668 

.0635 

.1295 

67.10 

3.4925 

8.49 

1.8766 

28.29 

.1608 

.1576 

.0355 

18.39 

.3108 

.3060 

.0960 

23.88 

.1375 

,1376 

.1305 

48.69 

.1370 

.1376 

.1305 

48.69 

.2002 

.1960 

.0730 

27.24 

.1470 

.1396 

.0535 

27.72 

.8600 

.80 

.1648 

17.08 

.6140 

.6125 

•.0140 

2.81 

Call  Loan  Interest  Rates. 

There  is  no  need  for  acrimony  in  the  discussion 
over  interest  rates  on  call  loans.  The  Comptroller 
of  the  Currency  has  pronounced  opinions  upon 
tiie  subject  and  feels  that  it  is  his  duty  to  make 
them  public  and  nobody  ought  to  complain  be- 
cause a  public  official  does  what  he  believes  to  be 
his  duty.  The  effect  of  high  or  low  interest  rates, 
however,  is  an  economic  question  over  which  per- 
sons may  honestly  differ,  and  therefore  a  temper- 
ate discussion  of  the  subjec*  is  perfectly  proper, 
no  matter  which  side  of  the  argument  one  may 
take,  assuming  that  a  sincere  effort  is  made  to 
present  relevant  facts  and  throw  light  on  the 
subject. 

Call  Loan  Market. 

It  is  said  that  in  no  other  money  market  of  the 
world  do  call  money  rates  fluctuate  as  widely  or 
reach  as  high  a  figure  as  in  New  York.  If  this  is 
true,  as  we  believe  it  is,  it  is  not  conclusive,  because 
there  is  no  other  call  money  market  like  that  of 
New  York.  There  is  no  other  market  in  which 
any  such  an  amount  of  money  is  loaned  on  call. 
It  is  dependent  upon  the  stock  market  and  no- 
where else  is  there  such  a  stock  market  as 
here.  The  call  money  market  owes  its  devel- 
opment also  to  the  character  of  our  banking 
system  before  the  reserve  system  was  estab- 
lished ;  banking  reserves  were  largely  em- 
ployed in  this  manner.  Under  these  excep- 
tional conditions  a  body  of  lenders  and  a  body 
of  borrowers  have  been  developed  who 
find  that  it  suits  them  to  do  business  on  this 
plan.  It  is  a  voluntary  arrangement  on  both  .sides, 
entered  upon  with  a  full  knowledge  of  the  condi- 
tions, there  is  no  law  against  it,  and  so  they  have 
gone  on  dealing  with  each  other  from  year  to  year. 
Dealings  of  this  kind  have  not  developed  in 
like  magnitude  elsewhere  for  the  reasons 
named  above  and  becaiise  borrowers  elsewhere 
are  timid  about  commitments  at  call,  and 
afraid  that  the  fluctuations  might  be  wider 
there  than  they  are  here,  which  probably  would 
be  the  case  unless  a  very  large  supply  of  funds 
was  always  available,  and  from  numerous 
sources. 

Use  of  Call  Loans. 

The  money  loaned  on  call  in  New  York  for  the 
most  part  is  used  in  carrying  .stocks  or  bonds  on 
margins.  Those  who  have  a  proper  understand- 
ing of  the  functions  of  the  Stock  Exchange  know 
that  it  renders  an  important  public  service  in 
fiirnishing  a  ready  market  for  securities,  thus  as- 
sisting in  their  distribution  and  facilitating  the 
finding  of  capital  for  useful  enterprises.  This 
function  is  promoted  by  the  presence  here  of  a 
fund  of  capital  available  for  loans  on  securities. 
We  do  not  deprecate  or  undervalue  this  employ- 
ment of  capital,  but  it  sometimes  occurs  that  more 
capital  is  so  employed  than  is  good  for  the  market 
itself  or  for  other  interests  with  which  it  may 
compete  for  funds.    We  seem  to  remember,  with- 
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out  recalling  dates  or  persons,  that  criticism  upon 
this  score  has  been  directed  at  Wall  Street,  but 
we  do  not  recall  that  even  the  people  who  are 
criticising  high  rates  upon  call  loans  have  ever 
classed  marginal  trading  as  a  "vital  industry." 
While  the  government  loans  were  being  floated 
during  the  war  the  public  authorities  frowned 
upon  the  absorption  of  funds  in  Stock  Exchange 
operations,  and  properly.  There  was  not  the  same 
need  as  in  normal  times  for  the  services  of  the 
Exchange  as  a  distributor,  for  comparatively  few 
new  securities  were  being  brought  out.  Moreover 
it  was  desirable  that  speculation  should  be  held  in 
check.  After  the  armistice  this  restraint  was  re- 
laxed and  in  the  booming  prosperity  of  last  year 
trading  upon  the  Stock  Exchange  became  very 
active  and  loans  upon  listed  collateral  increased 
rapidly  until  they  became  a  matter  of  concern  to 
the  bankers.  The  pressure  for  loans  was  great 
and  increasing  from  all  quarters.  There  was  not 
enough  credit  to  go  around  to  all  applicants  and 
as  between  the  Stock  Exchange  and  the  industries 
the  latter  were  given  the  preference.  The  rise  of 
stocks  under  the  influence  of  .speculation  was  con- 
sidered a  dangerous  sj'mptom.  It  was  not  only 
absorbing  credit  needed  elsewhere,  but  the  mar- 
ginal accounts  were  an  element  of  weakness  in 
the  whole  financial  situation.  A  panic  starting  on 
the  Stock  Exchange  might  do  much  damage  out- 
side, in  view  of  the  extended  state  of  loans. 

Withdrawal  of  Funds. 

The  banks  began  to  reduce  the  call  loans.  In- 
terior banks,  as  their  local  demands  increased, 
gradually  withdrew  the  funds  they  had  in  the 
New  York  market.  With  rising  costs,  corpora^ 
tions  which  had  been  lending  in  the  call  market 
found  themselves  in  need  of  the  funds  and  with- 
drew them  in  part.  This  process  continued  until 
the  "street  loans,"  as  they  are  called,  were  re- 
duced from  about  $1,500,000,000  to  approxi- 
mately one-half  that  amount. 

Was  the  course  pursued  by  the  banks  a  justi- 
fiable and  wholesome  policy  or  not?  It  was  not 
liked  in  "the  street"  at  the  time,  but  today  "the 
street"  realizes  that  it  was  good  policy  for  all 
concerned.  "The  street"  is  better  off  for  having 
liquidated  last  Fall  and  Winter  than  it  would 
have  been  with  more  credit  to  use.  It  beat  the 
industries  to  it,  saved  money  and  has  had  no  re- 
sponsibility or  blame  for  bringing  on  the  reaction. 

The  Official  Showing. 

Comptroller  Williams  in  the  abstract  of,  his  an- 
nual report  recently  given  out  says : 

Thfi  reports  of  all  national  banks  of  the  United 
States  as  of  June  30.  1920,  as  recently  analyzed,  show 
an  enormous  expansion  In  their  holdings  of  mercan- 
tile paper  and  of  discounts  made  on  the  strength  of 
one  or  more  endorsements,  and  In  loans  made  upon 
warehouse  receipts,  etc.,  and  a  marked  reduction  in 
money  loaned  on  bonds  and  stocks. 

This  describes  the  change  which  the  bankers 
accomplished  during  the  year.  How  was  this 
withdrawal   of   funds    from   Stock   Exchange 


use  conducted?  There  are  two  ways  of  re- 
ducing the  volume  of  loans :  One  is  by  per- 
emptory action,  refusing  to  renew,  requiring 
debtors  to  repay  forthwith ;  the  other  is  by  raising 
the  interest  rate.  The  former  is  a  violent  method 
liable  to  cause  serious  disturbance.  The  latter 
gives  the  borrower  time  to  adopt  a  policy  and 
make  new  arrangements.  It  was  in  the  public  in- 
terest that  less  capital  should  be  employed  in  the 
call  market  and  it  was  necessary  that  borrowers 
should  adapt  their  affairs  to  this  policy,  but  it 
was  advantageous  to  them  to  be  allowed  to  bor- 
row from  day  to  day  even  on  high  rates  until  they 
had  adjusted  themselves  to  the  change.  If  they 
paid  25  per  cent,  they  paid  l/365th  of  25  per 
cent  for  one  day,  and  were  imder  no  obligations 
to  borrow  for  a  day  longer  than  they  wanted  to. 

A  reduction  of  the  amount  of  money  available 
inevitably  causes  a  rise  of  rates  unless  the  demand 
falls  off.  The  borrowers  themselves  advance  the 
rates  by  bidding  to  attract  funds  to  take  the  place 
of  what  has  been  withdrawn. 

A  conference  of  farmers  in  session  at  Wash- 
ington is  reported  to  have  passed  a  resolution  con- 
demning the  New  York  banks  for  lending  at  such 
high  rates  because  the  effect  was  to  attract  money 
from  the  country  where  it  was  needed  for  loans 
to  farmers.  They  did  not  understand  that  it  was 
the  withdrawal  of  funds  for  that  purpose  which 
made  the  high  rates,  or  that  if  the  New  York 
banks  had  refused  to  lend  at  the  rates  named  the 
rates  would  have  gone  .still  higher  and  tlie  temp- 
tation to  country  bankers  have  been  thereby  in- 
creased. 

The  "renewal"  rate  upon  call  loans  is  the 
rate  at  which  loans  stand  over  to  the  next  day, 
and  is  the  rate  which  most  of  the  call  loans 
bear  at  any  time.  We  give  below  the  average 
renewal  rate  for  each  month  beginning  with 
October,  1919,  and  for  comparison  give  an- 
other column  showing  average  rates  for  90 
day  loans  on  mixed  collateral  over  the  same 
period.  There  is  no  fixed  rate  on  time  loans 
corresponding  to  the  renewal  rate,  but  we  have 
taken  averages  which  are  approximately  cor- 
rect. Attention  is  invited  to  the  fact  that 
from  October  to  February,  while  loans  were 
being  reduced  in  volume,  the  call  rate  ruled 
above  the  time  rate,  and  that  since  February 
the  call  rate  has  been  below  the  titrie  rate : 

Average  Rates  of  Interest. 


October,  1919  

November,   1919  

December,  1919  

January,   1920  

February.   1920   

March,  1920  „;. 

April,   1920   .„ 

May,    1920    .-. 

June,    1920   

July.  1920  

Auprust,   1920   

September,    1920    .... 
October    (22   days).. 


Call 

Time 

loans, 

loans. 

enewa 

1     Mixed 

rate 

collateral 

7.42 

6.93 

10.43 

6.30 

S.09 

6.30 

8.81 

6.8S 

9.S6 

7.98 

S.13 

8.48 

7.48 

8.33 

7.09 

8.00 

7.50 

8.00 

S.39 

8.35 

7.28 

8.70 

7.06 

8.47 

7.S2 

7.79 
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The  best  Captain 
employs  a  skilfol  pilot 

THE  deep  sea  captain  takes  on  a  pilot  to 
guide  him  through  New  York  Harbor. 
Likewise  the  careful  investor  seeks  experienced 
guidance  in  choosing  the  best  channel  for  the 
investment  of  his  funds. 

The  National  City  Gsmpany  is  in  constant 
touch  with  the  whole  investment  field  through 
its  investigating  departments.  The  concrete  re- 
sults are  assembled  in  a  monthly  purchase  sheet 
which  lists  only  such  investment  securities  as  the 
Company  decides  to  purchase  and  to  recommend. 
This  list  may  be  had  at  any  one  of  our  50 
offices  in  leading  cities,  or  will  be  mailed  direct 
to  you  on  request  for  B-146 

The  National  City  G)mpany 

National  City  Bank  Building.  New  York 


'or 
CAREFUL  INVESTORS 

OURbook,"Menand 
Bonds,"  giving  in- 
formation on  the  follow- 
ing subjects,  will  be  sent 
on  request: 

Why  we  handk  only  carefully 
investigated  investment  s^ 

curities. 

The  wisdom  of  puichasing 
securities  from  a  Company 
Urge  enough  to  maintain 
far-reaching  investigation 
letvice. 

TTie  importance  of  buying  in- 
vestment securities  from  a 
house  with  more  than  50 
offices  and  international 
connections  and  service. 

Why  tlie  careful  investor  se- 
lects securities  from  a  broad 
range  of  offerings. 

How  10,000  miles  of  Natiotial 
City  Company's  private 
wires  keep  our  omces  in 
leading  investment  centers 
'of  the  country  in  constant 
touch  with  our  New  Yoik 
headquarters. 

Your  advantage  in  dealing 
with  a  Company  whose  rep- 
resentatives talk  with  an 
average  of  3,000  banks  a 
day. 

Why  these  sales  representa- 
tives are  especially  qualified 
to  helpfiiliy  discuss  your  in- 
dividual investment  needs. 

For  a  copy  of  this  book, 
address  our  New  York 
office,  asking  for  B-I39 


BONDS 

PREFERRED  STOCKS 
ACCEPTANCES 
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General  Business  Conditions. 

THE  downward  movement  of  prices, 
of  which  the  first  signs  appeared  last 
May,  and  which  became  quite  evi- 
dent in  October,  has  become  more 
general  and  precipitate  in  the  last 
month.  The  hopes  that  had  been  entertained 
that  the  descent  to  a  lower  level  would  be  ac- 
complished so  gradually  that  the  losses  would 
be  covered  by  current  profits,  without  serious 
interruption  to  business  and  without  unem- 
ployment, have  proven  illusory.  Rarely,  if  ever, 
has  there  been  so  great  a  decline  in  commod- 
ity prices  in  so  short  a  time.  The  twelve  basic 
commodities  included  in  the  price  table  of  the 
Federal  Reserve  Bank  of  New  York,  to-wit: 
wheat,  corn,  hogs,  sugar,  pig  iron,  copper, 
lead,  lumber,  petroleum,  cotton,  hides  and  rub- 
ber, have  declined  on  the  average  33.5  per  cent 
since  the  high  point  of  the  record  in  May. 

Petroleum  is  the  only  one  of  this  group  which 
has  not  suffered  severely,  and  owing  to  the 
growing  demand  for  fuel  oil,  gasolene  and  the 
other  products  it  has  scarcely  suffered  at  all. 
All  of  the  others  have  been  forced  lower  during 
the  past  month,  and  ended  the  month  without 
improvement. 

The  Bureau  of  Labor  figures,  October  aver- 
age, based  upon  about  325  commodities,  were 
7  per  cent  below  September,  and  17.3  per  cent 
below  the  May  average.  As  compared  with 
October,  1919,  the  table  shows  a  decline  in 
articles  of  food  of  354  per  cent,  cloths  and  cloth- 
ing nearly  18  per  cent,  and  farm  products  21 
per  cent.  Bradstreet's  table  of  consolidated 
prices  is  down  21.8  per  cent  from  its  peak, 
which  occurred  in  February. 

Industry  and  Trade. 

Industrial  activity  was  generally  well  main- 
tained throughout  (October, notwithstanding  the 
reduced  operations  in  the  textile  mills  and  shoe 
factories.  Raw  cotton  consumption  was  the 
lowest  for  any  month  in  the  last  four  years. 
Building  activity  has  declined,  and  unemploy- 
ment has  increased  in  the  past  month.  The 
coal  situation  is  improving  and  prices  are  de- 
clining, although  dear  coal  is  still  a  serious 
factor  in  production  costs. 
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Trade  is  reported  light  for  this  season  of  the 
year,  and  the  railways,  having  cleaned  up  for 
the  most  part  the  congestion  which  existed  in 
the  Spring  and  Summer,  are  having  some  fall- 
ing off  in  traffic.  The  grain  movement  from 
the  farms  is  light.  Outside  of  New  York  City 
payments  through  banks  are  fairly  well  main- 
tained, being  reported  by  the  Federal  Reserve 
Bank  for  the  week  ending  November  24,  as  6.7 
per  cent  below  the  corresponding  week  of  1919. 
Including  New  York  City,  the  falling  off  is  9.2 
per  cent,  but  business  was  very  active  and 
prices  were  high  in  November,  1919. 

Evidently  current  conditions  are  not  yet 
reflected  in  the  volume  of  payments,  for  in- 
dustry has  slackened  decidedly  during  No- 
vember and  wholesale  trade  is  very  slow.  The 
business  which  should  be  going  on  now  in 
orders  for  the  retail  trade  of  next  Spring  is 
not  being  done.  This  is  especially  so  of  shoes, 
clothing,  dress  goods,  underwear,  knit  goods 
and  the  textiles  generally,  but  is  true  in  all 
lines. 

The  Farmers'  Losses. 

The  fall  in  prices  of  farm  products  during 
the  past  month  has  given  a  more  serious  aspect 
to  the  entire  business  situation.  Following  the 
declines  in  September  and  October  the  cuts 
again  have  been  very  deep,  and  are  of  far- 
reaching  influence.  When  the  price  recessions 
occurred  in  the  months  following  the  armistice 
and  a  general  reaction  in  business  seemed  to  be 
imminent,  farm  products  were  sustained  by  a 
heavy  foreign  demand,  and  with  the  buying 
power  of  the  farm  population  sustained,  a  good 
general  trade  over  the  country  was  maintained, 
and  the  industries  that  had  been  disturbed 
were  brought  back  into  line.  The  expectations 
of  continued  prosperity  during  the  coming 
year  have  been  based  upon  the  assumption  that 
with  Russian  products  still  out  of  the  competi- 
tion tlie  demands  from  western  Europe  would 
continue  to  sustain  prices  for  farm  products. 
This  expectation  has  been  disappointed.  The 
drop  in  farm  products  lets  down  practically 
one-half  of  the  industrial  organization,  and 
renders  it  unable  to  continue  purchases  from 
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the  other  half  on  the  same  scale,  without  a 
general  readjustment  of  the  basis  on  which  the 
exchanges  are  made. 

The  farmer  has  suffered  not  only  a  great 
direct  loss  of  purchasing  power,  but  a  shock 
which  will  affect  his  mental  attitude  toward 
expenditures  for  some  time.  Ho  has  debts  to 
pay.  more  debts  than  at  any  previous  time, 
judging  by  the  volume  of  bank  loans,  and  it 
will  take  a  great  many  more  products  to  pay 
them  than  it  would  have  taken  a  year  ago  or 
three  months  ago.  It  is  not  to  be  expected 
that  he  will  be  the  free  spender  in  the  near 
future  that  he  has  been  during  the  last  year. 
AKricultural  Products. 

All  the  chief  agricultural  .staples  have  fallen 
to  new  low  levels  during  the  past  month.  The 
figures  for  wheat,  corn,  oats  and  hogs  at  Chi- 
cago and  cotton  at  New  York  are  given  below 
for  October  30,  and  November  29 : 

Oct  80  Nov.  29 

Wheat  per  bushel   (December) $2.10%  »1.B6^4 

Corn  per  bushel   (December) 85%  .66% 

Oats  per  bushel    (December) 55V4  -45% 

.Jotton  per  lb.   (December) 21.6  16.2 

The  fluctuations  in  wheat  have  been  violent, 
export  sales  bringing  sharp  rallies,  while  the 
general  business  situation,  price  declines  in 
other  commodities,  European  exchange  rates, 
and  progress  of  the  crops  in  the  Southern 
Hemisphere,  exerted  a  steady  influence  against 
prices.  Exports  have  continued  at  a  good  rate, 
the  total  for  wheat  and  flour  counted  as  wheat 
from  the  United  States  and  Canada,  from  July 
1  to  November  25,  being  203,012,972  bushels, 
against  133,806,825  bushels  last  year.  That 
looks  well,  but  these  two  countries  have  as 
much  more  to  spare  between  now  and  July  1 
next,  and  Argentina  and  Australia  will  soon  be 
shipping.  There  has  been  no  change  during  the 
past  month  in  the  reports  as  to  their  probable 
surplus,  but  there  is  news  of  threatened 
drought  in  India.  However,  nobody  has  count- 
ed much  on  India. 

World  Supplies. 

There  is  no  big  surplus  of  wheat  in  the 
world.  Allowing  for  the  uncertain  character 
of  all  crop  estimates,  for  even  the  figures  upon 
our  own  crops  are  only  estimates,  and  allow- 
ing also  for  uncertainty  about  European  con- 
sumption, the  margin  of  safety  is  small.  No- 
body will  really  know  until  about  next  May  or 
June  whether  all  our  wheat  will  be  wanted  or 
not.  Meanwhile,  the  question  with  each  holder 
;or  prospective  purchaser  is  whether  or  not  he 
wants  to  carry  wheat  over  into  the  next  crop 
year.  The  answer  to  that  question  determines 
his  attitude.  Market  opinion  is  shown  by  the 
fact  that  wheat  for  March  delivery  is  still 
about  5  cents  per  bushel  below  the  December 
delivery. 

Cattle  and  hogs  have  been  coming  to  the 
markets  in  heavy  runs  during  the  past  month, 
many  of  the  cattle  off  of  grass  and  unfit  for 


market.  The  effect  of  these  receipts  has  been 
to  break  the  prices.  The  best  steers  held  their 
own  pretty  well,  but  comparatively  few  were 
good  enough  to  bring  over  $14  per  hundred- 
weight in  Chicago.  General  run  has  been  $2.00 
to  $3.25  lower  than  November  1st.  Receipts 
of  hogs  also  have  been  heavy,  and  the  price  at 
Chicago  is  down  to  $10,  for  the  first  time  since 
1916. 

Dairy  products  have  held  up  well,  although 
the  best  grade  of  butter  is  down  about  5  cents 
per  pound  from  a  year  ago,  and  lo\vtr  grades 
twice  as  much.  The  condensed  milk  trade, 
which  had  great  expansion  during  the  war,  is 
very  flat,  the  European  demand  having  fallen 
very  low.  Condensed  milk  companies  have 
taken  or  are  facing  heavy  losses  on  stocks,  and 
have  greatly  curtailed  milk  purchases,  which 
is  making  more  milk  available  for  butter  and 
cheese.  The  Hoover  campaign  for  funds  to 
feed  European  children  may  help  the  con- 
densed milk  situation.  Poultry  has  been  bring- 
ing good  prices  and  eggs  are  higher  than  a 
year  ago,  a  fact  which  the  wage-earner  does 
not  fail  to  take  into  account  when  any  men- 
tion is  made  of  wage-reductions. 

Cotton  and  Woolen  Qoods. 

There  has  been  no  change  of  sentiment  in  re- 
gard to  cotton  goods  during  the  past  month. 
Production  is  at  a  low  stage,  the  mills  not  run- 
ning more  than  half  time.  Underwear  mills  are 
generally  shut  down.  Reports  about  retail 
trade  are  conflicting,  but  admitting  it  to  be  con- 
siderably below  normal,  stocks  certainly  are  be- 
ing steadily  reduced.  One  of  these  days  the 
market  will  find  itself  bare,  but  no  anxiety 
upon  that  score  is  manifest  yet. 

Jobbers  are  advertising  special  sales  in  many 
cities,  and  making  strenuous  eflforts  to  clear 
out  stocks  before  inventory  time. 

The  competitive  situation  is  illustrated  by 
commission  houses  offering  to  put  branded 
sheetings  in  the  hands  of  jobbers,  to  be  charged 
up  at  the  end  of  the  year  at  the  lowest  price 
made  in  the  meantime.  This  is  very  much  like 
the  guaranteed  price  objected  to  by  the  Fed- 
eral Trade  Commission. 

The  continued  decline  in  raw  cotton  of 
course  is  a  factor  in  keeping  the  goods'  market 
unsettled,  and  holding  oflf  buyers ;  conversely, 
the  light  demand  for  goods  reacts  upon  the 
price  of  raw  cotton. 

Statistically  the  position  of  cotton  is  strong, 
assuming  anything  approaching  normal  world 
consumption,  but  consumption  abroad  and  at 
home  at  present  is  light. 

Little  change  has  occurred  in  the  wool  situ- 
ation, which  waits  on  a  revival  of  business  in 
woolen  goods.  Prices  are  so  unsettled  that  it 
is  difficult  to  quote  the  market.  Reports  from 
foreign  wool  markets  are  indicative  of  weak- 
ness, although  the  highest  grade  of  wool  holds 
its  own  very  well. 


Copper,  Spelter,  Lead  and  Zinc. 

We  give  below  from  the  "American  Metal 
Market,"  the  average  quotations  for  copper, 
spelter,  lead  and  tin  in  the  New  York 
market,  for  each  of  the  ten  years  ending  with 
1914,  and  for  the  ten  year  period,  together  with 
the  quotations  on  the  1st  day  of  November, 
1919,  and  the  1st  and  22d  day  of  November, 
1920. 

Electro 

Copper        Spelter        Lead  Tin 

Year  in  N.  Y.        in  N.  Y.       in  N.  Y.        in  N.  T. 

1905  15.98  6.00  4.70  31.55 

1906  19.775  6.275  6.66  39.82 

1907  20.86  6.205  5.35  38.34 

1908  13.39  4.74  4.235  29.54 

1909  13.11  5.52  4.30  29.76 

1910  12.88  6.66  4.49  34.27 

1911  12.65  5.91  4.46  42.68 

1912  16.48  7.11  4.485  46.43 

1913  15.52  5.80  4.40  44.32 

1914  13.32  5.30  3.87  35.70 

Average  15.387  5.85  4.60  37.24 

Nov.  1,  1919..  20.875  7.95  6.70  55.00 

Nov.  1,  1920..  15.00  7.40  6.876  40.00 

Nov.  29.  1920  13.625  6.15  6.26  36.50 

During  the  war  the  price  of  copper  reached 
35  and  36  cents  and  on  spelter  22j.^  cents  for  a 
brief  period,  lead  12^^  cents  and  tin  $1.10  per 
pound. 

It  will  be  seen  that  copper  and  tin  are  now 
below  the  pre-war  average,  and  in  considering 
the  prices  realized  by  producers  it  must  be  re- 
membered that  the  cost  of  delivering  these 
metals  in  New  York  has  been  notably  in- 
creased, as  freight  on  those  low-priced  metals^ 
is  a  large  percentage  of  the  value. 

The  Swing  of  Business. 

This  slump  in  business  conditions  has  demon- 
strated again  that  the  great  movements  in  the 
business  world  which  make  good  times  or  bad 
times  are  spontaneous  and  beyond  control. 
They  are  due  to  mass  action  and  mass  psychol- 
ogy. The  business  of  the  country  depends 
upon  the  purchases  and  policies  of  tens  of 
millions  of  individuals,  and  when  they  become 
generally  possessed  of  a  spirit  of  confidence, 
and  go  ahead  with  their  planning  and  spending 
under  its  influence,  we  have  a  period  of  pros- 
perity. The  difference  between  free  spending 
and  careful  economy  by  all  the  people  of  this 
country  means  a  vast  difference  in  the  volume 
of  trade  and  the  level  of  prices. 

A  state  of  full  prosperity  is  seldom  long 
maintained  because  it  means  a  balanced  state 
of  industry,  and  the  balance  may  be  disturbed 
by  many  influences,  originating  at  home  or 
abroad.  The  war  gave  an  enormous  but  un- 
healthful  stimulus  to  the  industries  and 
brought  on  the  rise  of  wages  and  prices.  Fol- 
lowing the  war,  there  was  another  abnormal 
period,  due  to  scarcity  resulting  from  the  war 
and  the  release  of  demands  that  had  been  in 
restraint.     The  actual  scarcity  was  exagger- 


ated in  many  instances,  as  in  the  case  of  cloth- 
ing and  sugar,  by  an  insistent  demand  which 
would  be  supplied  at  any  price.  A  market  in 
which  demand  exceeds  supply  is  commonly 
called  a  sellers'  market,  on  the  theory  that 
the  seller  names  the  price,  but  the  prices  upon 
many  commodities  in  the  latter  part  of  1919 
and  early  part  of  1920  were  made  by  a  scram- 
ble of  buyers  and  the  bidding  of  dealers  eager 
to  supply  them.  There  was  a  shortage  of  cloth 
and  of  sugar,  but  the  market  was  over-stimu- 
lated by  the  action  of  buyers,  who  in  many  in- 
stances tried  to  get  more  than  they  really 
wanted  in  the  expectation  that  the  limited  sup- 
plies would  be  allotted,  or  to  provide  for  the 
future.  Nobody  was  more  deceived  than  the 
dealers  and  producers.  The  price  of  raw  sugar 
in  Cuba  went  to  23 '.'2  cents  per  pound,  and  has 
since  dropped  to  4^  cents.  The  sugar  move- 
ment was  an  extreme  one  but  that  in  textiles 
was  of  the  same  kind,  and  both  illustrated  the 
swing  of  mass  purchasing  power.  It  was  at 
its  maximum  last  Fall  and  Winter. 

Price  Structure  Top-Heavy. 

But,  as  already  said,  a  movement  of  this  kind 
is  not  sustained,  because  the  buying  abilities 
of  all  classes  of  the  public  do  not  remain  in 
balance.  In  the  great  rise  of  prices  all  did  not 
share  alike.  Those  whose  incomes  did  not 
keep  pace  with  the  rise  of  prices  were  obliged 
to  curtail  their  purchases,  and  as  prices  went 
higher  the  support  for  them  weakened.  The 
Spring  months  were  unfavorable  to  trade, 
goods  did  not  move  normally,  the  jobbing 
trade  fell  off,  and  with  production  at  a 
high  rate  goods  were  accumulating.  Money 
was  tight,  middlemen  with  heavy  obligations 
outstanding  and  more  goods  coming,  bought 
for  the  Fall  trade.  Then  came  the  flood  of  can- 
cellations and  the  cutting  of  prices.  The  price 
structure  was  top-heavy.  As  confidence  in  the 
future  of  prices  was  undermined  the  attitude 
of  the  trade  and  the  public  completely  changed. 
Nobody  would  buy  except  to  meet  immediate 
wants,  and  goods  came  out  from  many  quar- 
ters. When  it  developed  that  the  orders  for 
Fall  goods  cancelled  last  May  were  not  to  be 
re-instated,  and  that  Fall  needs  were  readily 
satisfied  in  the  open  market  at  continually 
falling  prices :  and  when  as  the  Fall  advanced 
the  usual  buying  for  Spring  delivery  did  not 
develop,  it  became  evident  that  confidence 
would  not  be  restored  or  prices  stabilized  until 
a  far-reaching,  thorough  readjustment  of  costs 
and  prices  had  been  accomplished. 

When  Will  Confidence  Be  Restored? 

The  movement  has  gone  too  far  in  some 
directions  for  confidence  to  be  restored  or  buy- 
ing stimulated  until  it  has  gone  farther  in  other 
directions.  The  situation  as  regards  purchas- 
ing power  is  more  disorganized  and  out  of 


balance  than  it  has  been  at  any  previous  time. 
The  farming  population  has  suffered  a  loss  of 
purchasing  power  amounting  to  somewhere  be- 
tween 30  and  40  per  cent,  or  $6,000,000,000  to 
$8,000,000,000,  as  compared  with  last  year.  It 
would  be  very  foolish  for  the  people  engaged 
in  the  other  industries  to  think  that  they  can  go 
on  making  and  selling  goods  as  though  this 
loss  had  not  occurred,  enjoying  also  the  benefit 
of  the  reduction  in  farm  products. 

Manufacturers,  merchants,  labor  leaders, 
owners  of  stocks  in  railroads  and  industrial 
companies — everybody  in  business — are  asking 
how  long  this  depression  which  is  spreading 
over  industry  is  likely  to  last.  Nobody  can 
tell  the  length  of  time,  but  it  is  not  difficult  to 
name  the  principal  condition  necessary  to  a  re- 
vival. The  prices  of  what  the  farming  popula- 
tion wants  to  buy  must  come  down  to  corre- 
spond with  the  prices  of  what  it  has  to  sell. 
Until  then  the  state  of  reciprocity  which  is 
necessary  to  the  full  employment  of  labor  and 
general  prosperity  cannot  exist.  The  equilib- 
rium must  be  restored.  There  will  be  no  confi- 
dence in  the  situation  until  the  equilibrium  is 
restored.  Merchants  are  not  going  to  buy  goods 
which  they  know  their  customers  are  unable 
to  buy,  railroads  will  not  buy  equipment  to 
carry  goods  which  will  not  be  bought,  construc- 
tion work  will  be  at  a  standstill,  enterprise  will 
be  dead,  until  a  basis  of  fair  exchange  for  the 
products  of  the  industries  is  reached. 

This  is  not  a  matter  of  resolution,  resent- 
ment, or  concerted  action.  It  results  from  the 
character  of  trade  relations,  from  the  fact  that 
all  business  consists  of  an  exchange  of  services. 
What  one  class  of  producers  does  not  get,  it 
cannot  spend.  With  trade  relations  out  of  bal- 
ance the  circulation  of  goods  must  be  curtailed. 

Will  Wage  Reductions  Be  Made? 

It  is  said  that  organized  labor  is  going  to 
stand  for  the  present  wage  scales.  That  is  a 
very  natural  resolution  to  make,  off  hand.  No- 
body likes  to  take  the  back  track,  and  nobody 
should  want  labor  to  take  the  back  track  in 
any  real  sense.  A  reduction  of  wages  which 
would  put  the  general  wage-level  below  the 
new  price  level  would  throw  the  situation  out 
of  balance  in  the  same  way  that  the  fall  of 
farm  products  has  thrown  it  out.  Neither  the 
farms  nor  the  towns  can  buy  the  products  of 
the  other  except  on  a  basis  of  fair  exchange, 
and  if  the  products  or  services  of  either  are 
unfairly  valued  the  entire  industrial  system 
will  be  disorganized.  Wages  and  farm  products 
went  up  fairly  well  together,  and  it  is  a  mis- 
take to  think  that  they  are  not  coming  down 
together,  for  they  are  tied  together  by  the 
economic  law. 

It  is  said  that  in  the  principal  shoe-making 
centers  of  Massachusetts  the  labor  organiza- 
tions have  passed  resolutions  against  any  wage 
reductions  and  that  in  the  principal  textile  cen- 


ters of  the  same  state  the  mill  companies  and 
their  employes  have  come  to  a  similar  under- 
standing, for  the  present.  But  the  news  reports 
from  the  same  cities  say  that  the  shoe  fac- 
tories and  textile  mills  are  running  not  over 
half  time,  which  means  a  reduction  in  wages 
of  fully  one-half.  It  is  mere  fiction  to  say 
tiiat  wages  are  not  reduced  when  such  condi- 
tions prevail,  even  though  wage  rates  are  un- 
changed. 

The  shoe-makers  and  mill-operators  may 
think  that  at  least  they  are  better  off  in  that 
they  only  work  one-half  the  time,  but  they 
overlook  their  own  interest  and  the  interest 
of  the  entire  laboring  population  in  the  cost  of 
shoes  and  clothing.  While  they  are  not  actu- 
ally sustaining  their  own  wages  they  are  keep- 
ing up  the  cost  of  goods,  and  if  other  workers, 
all  around  the  circle  of  the  industries,  do  the 
same,  the  cost  of  living  will  stay  up  for 
everybody,  with  earnings  reduced.  Of  course 
it  will  be  only  fair  for  the  farmers  to  work 
half  time  also,  and  already  they  have  counsels 
of  this  kind.  It  is  impossible  to  run  the  indus- 
tries of  this  country  on  half  time  and  produce 
economically  or  supply  the  people  with  the 
comforts  they  want.  Any  such  attempt  is  des- 
tined to  break  down,  because  it  will  not  yield 
the  desired  results. 

Position  of  Wage-Earners. 

We  do  not  believe  the  wage-earning  class 
will  be  found  obdurate  when  the  situation  is 
understood  in  all  its  relations.  They  do 
not  want  to  lose  any  real  gains,  but  there 
are  many  signs  that  they  will  accept  lower 
pay  if  the  purchasing  power  of  their  wages 
is  not  reduced.  That  gives  a  basis  for 
agreement.  An  ofTicial  of  the  American  Fed- 
eration of  Labor  is  quoted  as  saying  that  there 
must  be  no  reduction  below  the  levels  of  1914, 
plus  allowance  for  increases  in  the  cost  of  liv- 
ing. That  sounds  all  right,  but  it  must  be  borne 
in  mind  that  the  cost  of  living  is  not  something 
imposed  upon  the  wage-earning  class  from 
above  or  from  the  outside  ;  it  is  largely  depend- 
ent upon  the  wages  they  insist  upon  having 
and  their  own  attitude  toward  their  work. 
They  should  not  disclaim  their  proper  share 
of  responsibility  for  the  cost  of  living,  or  think 
they  can  make  someone  else  bear  it.  Nor  can 
they,  any  more  than  any  other  class,  escape 
their  share  of  the  results  of  ills  and  calamities 
that  afflict  the  world.  They  may  say  that  they 
arc  not  responsible  for  the  war  or  the  disorgan- 
ization of  industry  which  has  resulted  from  the 
war,  but  these  costs  must  be  borne  by  society 
as  a  whole,  with  every  member  bearing  some 
share. 

Improvements  in  Industry. 

On  the  ntlier  hand  there  are  the  possibilities 
that  lie  in  improvements  in  indtistry.  by  which 
it  can  be  made  more  ciTective,  production  in- 


creased  and  costs  reduced.  Just  as  no  one  in 
society  can  escape  some  share  of  the  efTects 
of  great  calamities,  however  they  may  be 
caused,  so  no  one  can  fail  to  receive  some  share 
of  the  benefits  which  result  from  improve- 
ments in  the  arts  and  industries.  A  great  corn 
crop  does  not  benefit  the  growers  or  land- 
owners alone ;  indeed  they  are  thinking  now 
that  they  have  over-done  their  service  to  the 
community,  and  so  it  may  be  unless  all  the  in- 
dustries give  the  same  honest  effort  for  tlie 
general  good.  The  improvement  of  industry 
and  general  increase  of  production  is  the  true 
way  of  progress,  and  labor  can  play  a  great 
part  in  the  advance.  With  respect  to  this 
also  there  are  signs  that  it  will  not  be  wanting. 
The  United  Engineering  Societies  of  this 
country,  a  recently  formed  organization  of 
which  Herbert  Hoover  is  the  first  head,  has 
proposed  a  policy  of  co-operation  with  labor 
for  the  purpose  of  increasing  the  efiiciency  of 
the  industries,  eliminating  wastes  and  making 
a  study  of  means  to  promote  the  social  wel- 
fare. Mr.  Gompers,  as  head  of  the  American 
Federation  of  Labor,  has  declared  his  sympa- 
thy with  the  proposal  and  his  wish  to  co- 
operate. The  idea  is  an  inspiring  one.  One  of 
the  first  services  which  the  United  Engineer- 
ing Societies  will  render  will  be  to  aid  in  de- 
termining the  feasibility  of  the  proposed  super- 
power line  which  it  is  proposed  to  run  from 
Washington  to  Boston,  to  serve  as  a  reservoir 
and  feed  line  for  all  the  electric  power  plants  in 
the  North  Atlantic  territory.  Engineers  have 
said  that  $!00,000,000  per  year  can  be  saved  in 
the  cost  of  power.  A  survey  of  the  project  was 
recommended  by  Secretary  Franklin  K.  Lane, 
and  Congress  has  made  an  appropriation  for 
that  purpose.  It  is  suggestive  of  great  con- 
structive policies,  and  so  is  an  alliance  between 
Hoover  and  Gompers. 

Retail  Prices  an  Obstacle  to  Readjustment. 

I^bor  answers  the  claim  that  wages  should 
come  down  to  correspond  with  the  fall  of 
wholesale  prices,  by  saying  that  retail  prices, 
wiiich  determine  the  cost  of  living  to  wage- 
earners,  have  not  come  down  to  any  such  ex- 
tent. That  is  true  and  on  all  sides  it  is  being 
said  that  the  situation  is  up  to  the  retailer.  He 
is  the  distributor  and  it  is  charged  that  he 
is  blocking  the  flow  of  goods  instead  of  help- 
ing it.  His  excuse  is  that  he  has  goods  which 
cost  him  high  prices  and  he  wants  to  work 
them  off  without  loss  before  dropping  to  the 
new  levels.  It  is  to  be  said  in  his  behalf  that 
the  price  records  of  the  Bureau  of  Labor  show 
that  retail  prices  generally  lagged  behind 
wholesale  prices  on  the  rising  market,  as  they 
frankly  do  on  the  falling  market.  The  report 
of  the  Federal  Trade  Commission  on  the  flour 
industry,  recently  issued,  shows  that  during 
the  period  1913-1918  wheat  rose  160  per  cent, 


flour  at  wholesale  1-16  per  cent,  and  flour  at  re- 
tail 118  per  cent. 

There  was  much  discussion  while  prices 
were  rising  over  the  point  whether  a  retailer 
was  justified  in  basing  his  prices  upon  replace- 
ment costs,  and  popular  opinion  generally  held 
that  he  was  not.  We  have  pointed  out  in  com- 
ments upon  war  time  profits  that  a  dealer 
would  need  the  profits  of  a  rising  market  to 
meet  the  losses  of  a  declining  market.  The 
proper  basis  for  prices  at  all  times  is  replace- 
ment costs,  for  there  is  no  assurance  that  a 
dealer  can  control  prices  on  any  other  basis. 
There  is  no  certainty  that  he  can  sell  goods  at 
what  they  cost  him. 

But  the  fact  that  a  retailer  did  not  promptly 
follow  prices  on  a  rising  market  will  not  help 
him  now.  He  cannot  afford  to  block  the  pro- 
cession. The  producer  has  had  to  come  down, 
regardless  of  the  fact  that  his  crops  or  his 
goods  were  produced  on  the  high  level,  the 
jobber  has  had  to  take  his  loss,  and  the  re- 
tailer who  gets  down  to  the  new  level  as  soon 
as  possible  will  gain  by  doing  so.  He  will  be 
selling  low-cost  goods  while  his  slow-going 
rivals  are  tied  up  with  the  old  stocks.  The 
best  policy  for  the  merchant  at  all  times  is  to 
turn  his  stock  as  fast  as  he  can  replace  it 
at  lower  prices.  Furthermore,  in  times  like 
these  every  man  who  is  a  link  in  the  business 
chain  should  do  his  part  to  accomplish  a  speedy 
readjustment  and  a  restoration  of  confidence. 
There  can  be  no  restoration  of  confidence  until 
retail  prices  are  in  line  with  producers'  prices. 
This  is  no  time  for  recriminations  about  the 
blame  for  high  prices  or  large  stocks. 

ChanKes  In  Retail  Methods. 

The  situation  may  result  in  permanent 
changes  in  the  methods  of  retail  distribution. 
The  tendency  has  been  toward  chain  stores  and 
distribution  on  a  large  scale  by  people  who 
buy  direct  of  producers,  or  through  agencies 
controlled  by  producers.  The  present  dead- 
lock and  inability  of  producers  to  make  their 
reductions  effective  to  consumers  will  stimulate 
it.  More  shoe  factories  are  going  to  have  their 
own  retail  stores,  for  the  sake  of  controlling 
prices  to  the  public.  The  farmers  are  aroused 
over  the  failure  of  retail  prices  upon  fruits  and 
other  products  to  come  down,  and  thereby 
stimulate  consumption  when  products  are  per- 
ishing. Possibly  the  retailer  sometimes  gets 
more  blame  than  is  coming  to  him,  but  this  is  a 
time  when  it  behooves  every  one  to  play  the 
game  of  co-operation  so  openly  that  all  can 
see  what  he  is  doing. 

Elements  of  Strength  in  the  Situation. 

The  elements  of  strength  in  the  situation 
which  we  have  named  heretofore  remain,  and 
will  become  effective  when  the  conditions  are 
right.  The  main  condition  is  that  all  along 
the  line  costs  must  come  down  until  confidence 


in  prices  is  re-established.  Confidence  will 
not  be  re-established  in  prices  that  rest  upon  in- 
flated costs,  even  though  all  profits  have  been 
eliminated.  It  will  not  be  re-established  in 
prices  that  rest  upon  any  artificial  support,  for 
all  such  supports  are  temporary.  Prices  may 
go  lower  than  can  be  permanently  maintained ; 
it  is  the  usual  thing  in  times  of  reaction  that 
the  momentum  carries  prices  too  low,  just  as 
in  times  of  expansion  they  are  carried  too  high. 

This  is  preeminently  a  price  situation.  There 
is  no  lack  of  confidence  in  the  future  of  busi- 
ness when  a  basis  upon  which  it  can  go  for- 
ward is  found.  Price  fluctuations  in  recent 
years  have  been  so  wild  that  the  public  has 
become  distrustful  of  all  prices.  For  the  mo- 
ment buyers  stand  aside  and  there  is  little  re- 
sistance to  the  downward  movement,  but  of 
course  this  is  a  temporary  situation. 

The  only  prices  that  seem  to  be  really  au- 
thoritative are  those  that  prevailed  before  the 
war,  but  it  cannot  be  supposed,  that  in  the  pres- 
ent state  of  industry,  this  level  will  be  gen- 
erally reached  or  maintained.  Prices  that  go 
too  low  will  recover  their  proper  place  as  the 
revival  spreads. 

Construction  Work. 

Construction  work  has  always  led  the  way 
in  recovery  from  business  depression.  The 
difference  between  good  and  bad  times  is 
largely  in  the  amount  of  construction  work  go- 
ing on,  and  the  strongest  factor  in  the  present 
situation  is  the  amount  of  such  work  needing 
to  be  done.  The  country  by  all  reports  is  un- 
derbuilt. None  of  the  deficit  of  the  war  time 
has  been  made  good,  but  last  year  and  this  year 
the  country  has  fallen  farther  behind,  because 
there  is  no  confidence  that  present  wage  rates 
for  mechanics  or  prices  for  materials  will  be 
sustained  in  the  face  of  general  business  condi- 
tions. With  great  numbers  of  people  out  of 
employment,  and  the  demand  for  office  space 
and  factory  additions  falling  off,  investors  do 
not  want  to  put  their  money  into  building 
operations  at  costs  which  they  believe  will  be 
very  much  lower  a  year  or  so  later.  But  if 
wages  and  prices  come  down,  so  that  building 
investments  look  to  be  safe  against  later  com- 
petition there  is  a  vast  amount  of  work  to  go 
forward.  There  is  no  industry  that  holds  such 
possibilities  of  help  for  the  situation  as  house- 
building, for  the  materials  required  would  give 
employment  in  a  great  variety  of  industries. 

The  railroads  have  a  great  amount  of  work 
to  be  done,  and  only  need  the  encouragement 
of  lower  interest  rates,  which  undoubtedly  are 
on  the  way. 

The  manner  in  which  the  country  has  borne 
the  great  shrinkage  in  values,  the  comparative- 
ly few  important  failures,  has  shown  that  the 
business  structure  is  essentially  sound.  The 
banks  have  carried  the  situation  through  the 
credit  strain.    There  will  be  plenty  of  credit 


for  a  revival  of  business  on  a  lower  level  of 
prices.  The  business  organization  is  in  work- 
ing order  and  ready  to  resume  normal  opera- 
tions when  conditions  are  right,  which,  as  we 
have  indicated,  will  be  when  retail  prices, 
wages  and  industrial  costs  generally  have  come 
down  to  the  level  reached  by  the  basic  raw 
products. 

Why  Industries  Shut  Down. 

When  the  mutual  dependence  which  exists 
throughout  industry  is  seen,  the  fallacy  of  the 
protest  against  the  closing  of  factories  will  be 
understood.  It  is  a  superficial  view  that  the 
shut-downs  are  simply  to  maintain  or  raise 
prices.  The  primary  reason  is  that  the  goods 
cannot  be  sold,  and  that  the  proprietor  either 
has  no  confidence  in  the  future  market  or  lacks 
the  capital  to  pile  up  goods.  In  the  present 
situation  it  is  plain  that  a  readjustment  of 
all  manufactured  goods  to  a  lower  basis  is 
necessary  to  bring  them  into  line  with  raw 
materials,  food  products  and  the  general  level 
of  prices.  It  takes  time  to  accomplish  such  a 
readjustment.  It  cannot  be  expected  that  the 
manufacturer  will  go  on  making  goods  which 
he  knows  he  will  have  to  sell  at  a  loss.  There 
is  a  common  rule  of  conduct  in  such  matters, 
which  everybody  naturally  follows  and  which 
is  generally  sound  and  in  the  public  interest. 

Few  concerns  have  the  capital  to  run  long 
unless  the  goods  are  being  concurrently  sold. 
The  volume  of  bank  loans  shows  that  business 
is  borrowing  great  sums,  much  greater  at  this 
time  than  ever  before,  and  it  could  not  in- 
crease these  loans  for  the  purpose  of  piling  up 
goods  to  be  sold  at  a  certain  loss.  The  losses 
to  proprietors  are  of  staggering  proportions 
now,  with  everybody  striving  to  make  them  as 
small  as  possible.  No  one  can  gain  in  the  long 
run  by  dissipating  the  capital  which  is  engaged 
in  carrying  on  industry,  or  breaking  up  estab- 
lished organizations.  Bankruptcies  mean  that 
works  are  closed  permanently,  or  until  new 
capital  can  be  found  and  new  organizations  are 
formed,  and  meantime  labor  is  out  of  employ- 
ment. The  common  interests  are  served  by  re- 
adjustments which  keep  all  the  factors  of  in- 
dustry on  a  harmonious  working  basis. 

The  Kansas  Court. 

The  Industrial  Court  of  Kansas  has  cited 
seven  flour-milling  companies  before  it  to  an- 
swer why  they  have  been  operating  only  part 
of  the  time.  The  markets  give  the  answer. 
Throughout  the  present  season  wheat  has  been 
selling  for  the  forward  deliveries  at  heavy  dis- 
counts below  the  spot  deliveries,  as  much  as  25 
cents  a  bushel.  This  means  that  it  has  been 
impossible  to  buy  cash  wheat  and  make  it  into 
flour  for  future  delivery  without  loss.  Consum- 
ers and  dealers  have  been  buying  flour  for  im- 
mediate needs  only,  and  the  mills  have  run  only 
upon  orders.     If  they  had  been  running  full 


time  throughout  recent  months  and  storing 
flour  in  warehouses,  they  would  all  be  bank- 
rupt and  shut  down  permanently  by  this  time, 
and  if  the  Kansas  courts  were  to  require  that 
kind  of  management  there  would  be  no  more 
flour-milling  in  that  state. 

Canadian  Competition. 

In  explaining  their  situation  and  policy  to 
the  Court  the  Kansas  millers,  according  to 
newspaper  reports  laid  emphasis  upon  the  com- 
petition of  Canadian  flour  and  also  upon  the 
disadvantage  under  which  they  labored  from 
the  fact  that  millers  in  Minneapolis  had  been 
buying  Canadian  wheat  below  the  prices  of 
Kansas  wheat.  There  is  a  tendency  always  to 
exaggerate  any  novel  or  unusual  factor  in  a 
situation,  and  free  imports  of  Canadian  wheat 
are  something  new,  and  they  are  coincident 
with  the  great  decline.  As  a  matter  of  fact 
the  Minneapolis  mills  have  been  doing  little  if 
any  more  than  the  Kansas  mills,  and  that  is 
true  of  mills  in  every  part  of  the  country.  They 
were  not  running  because  they  could  not  sell 
flour. 

The  November  Letter  of  the  Northwestern 
National  Bank  of  Minneapolis,  published  on 
the  1st  of  last  month  referred  to  the  situation 
as  follows: 

Never  In  the  history  of  Minneapolis  milling  has  the 
situation  paralleled  the  present.  This  is  the  reason 
that  the  demand  for  credit  by  millers,  together  with 
that  of  grain  men,  has  been  unusually  light.  The 
months  of  September  and  October  are  the  heavy  sea- 
son for  manufacturers  of  flour,  but  this  year  th«  In- 
quiries were  "dull  and  listless."  Minneapolis  mills 
are  running  at  about  sixty  per  cent  capacity. 

The  "Northwestern  Miller,"  of  Minneapolis, 
in  its  issue  of  November  24,  referring  to  the 
wheat  declines  of  the  previous  week  and  their 
effect  on  the  flour  market  says : 

As  was  to  be  expected,  flour  was  practically  unsal- 
able, and  quotations  reported  were  only  nominal. 
Those  for  patents  marked  a  new  low  point  since  early 
In  1917,  but  buyers  were  too  much  alarmed  by  the  un- 
settled state  of  the  wheat  market  to  do  any  more  pur- 
chasing than  was  absolutely  necessary. 

Mr.  Julius  H.  Barnes,  late  grain  adminis- 
trator, and  conceded  to  be  one  of  the  most 
thoroughly  informed  and  competent  men  in  the 
grain  trade  of  this  country,  before  the  Com- 
mittee of  Seventeen,  representing  agricultural 
organizations  and  engaged  in  a  study  of  mar- 
keting conditions,  early  last  month  stated  that 
the  falling  off  in  the  consumption  of  wheat  by 
American  mill,  amounted  to  50,000,000  bush- 
els in  the  first  four  months  of  this  crop  year. 
Evidently  this  was  a  more  important  factor 
than  the  importation  of  perhaps  a  quarter  of 
that  amount. 

Of  course  Canadian  wheat  and  flour  always 
have  been  in  competition  with  the  wheat  and 
flour  produced  in  the  United  States,  just  as 
wheat  not  yet  harvested  in  Argentina  and 
-Australia  is  at  this  very  time  affecting  prices 
in  this  country.    The  United  States  is  export- 


ing heavily  to  Europe  and  so  are  those  coun- 
tries, and  the  prices  realized  abroad  determine 
the  prices  in  all  of  these  countries.  The  mar- 
kets at  home  and  abroad  get  out  of  line  with 
each  other  temporarily,  but  normally  Kansas 
City,  Chicago,  Minneapolis,  Winnipeg  and 
other  world  markets  move  together,  affected 
by  common  influences.  If  they  get  out  of  line 
free  trading  brings  them  back.  The  influence 
of  Canadian  wheat  in  our  markets  is  a  little 
more  obvious  when  it  comes  here  than  when 
it  goes  to  London,  and  it  is  possible  that  by  af- 
fecting public  sentiment  it  may  also,  tem- 
porarily, have  a  greater  influence  upon  the 
price.  It  is  true  that  not  only  are  facts  im- 
portant but  what  people  think  of  them  may  be 
important.  People  may  misjudge  any  situa- 
tion, but  it  does  not  follow  because  they  do  that 
the  situation  should  be  forthwith  changed  by 
legislation. 

Our  Trade  Relations  Witli  Canada. 

It  is  pertinent  in  this  connection  to  say  that 
in  the  first  nine  months  of  this  calendar  year 
the  imports  of  all  products  into  the  United 
States  from  Canada  amounted  to  $417,631,824, 
against  $338,558,590  in  the  corresponding 
months  of  1919;  and  that  the  exports  from  this 
country  to  Canada  in  the  same  months  of  this 
year  amounted  to  $754,536,265,  against  $519,- 
657,944  in  the  corresponding  months  of  1919. 
The  trade  balance  with  Canada  therefore  is 
running  in  our  favor  at  the  rate  of  nearly  $450,- 
000,000  per  year.  Exchange  rates  are  against 
the  Canadians,  and  increase  the  cost  of  our 
goods,  but  they  continue  to  buy,  and  next  to 
Great  Britain,  Canada  is  our  best  customer.  We 
talk  a  good  deal  about  the  necessity  for  build- 
ing up  foreign  trade,  but  where  shall  we  find  a 
better  customer?  What  is  any  foreign  trade 
good  for  unless  we  can  collect  pay  for  what  we 
sell?  Wheat  is  one  of  the  products  we  are  re- 
ceiving from  Canada  in  payment  for  our  ex- 
ports, and  we  send  every  bushel  of  it  to  Europe, 
or  it  releases  a  bushel  of  our  own  to  be  sent 
instead.  The  products  we  are  sending  to  Can- 
ada are  manufactured  goods  for  the  most  part, 
giving  employment  to  labor  in  this  country. 
What  is  to  be  gained  by  interrupting  these 
natural  relations? 

Money  and  Credit  Conditions. 

There  was  little  change  in  the  credit  situation  at 
this  center  during  the  month  of  November,  but 
such  developments  as  occurred  were  favorable. 
Liquidation  was  noted  in  some  lines,  but  demands 
from  elsewhere  took  up  what  was  released.  The 
general  movement  of  funds  was  against  New 
York.  The  loans  of  the  Clearing  House  banks 
on  November  27th  aggregated  $5,212,484,000 
against  $5,343,273,000  on  October  30th,  and  of 
the  Federal  Reserve  Bank  of  New  York  on  No- 
vember 26th,  $1,052,000,000  against  $1,095,527,- 


000  on  October  30th.  The  reporting  member 
banks  had  total  loans  of  $16,793,574,000  on  No- 
vember 19th,  against  $17,283,996,000  on  October 
ISth. 

The  consolidated  statements  of  the  Federal  Re- 
serve banks  showed  on  October  29th  total 
earning  assets  of  $3,396,043,000  and  on  Novem- 
ber 26th  $3,303,747,000.  The  discounted  paper 
held  by  the  Reserve  banks  of  Cleveland.  Phila- 
delphia and  Boston  for  other  Reserve  banks 
was  reduced  from  $247,100,000  to  $156,000,000. 

All  of  the  foregoing  figures  indicate  the  ten- 
dency to  liquidation.  The  public,  instead  of  being 
anxious  to  borrow  has  become  anxious  to  pay. 

The  New  York  call  money  market  was  easier 
in  the  latter  part  of  the  month.  On  November 
1st  and  2d  the  high  rate  was  10  per  cent,  the  low 
rate  9  per  cent  and  the  renewal  rate  9  per  cent ; 
from  the  4th  to  the  10th  inclusive  the  high  rate 
was  10,  low  rate  9  and  renewal  rate  9;  from  the 
1 1th  the  high  rate  was  10,  low  rate  7  and  renewal 
rate  9;  on  the  12th,  high  rate,  9;  low,  7;  renewal, 
9;  on  the  13th  and  14th  9  per  cent  ruled;  on  the 
15th  the  high  rate  was  Syi,  low  7  and  renewal 
8j/<  ;  on  the  16th  8  per  cent  ruled ;  18th  to  21st, 
high  vk'as  7,  low,  6,  renewal,  7 ;  27th,  high,  7, 
low,  5,  renewal,  7,  and  on  this  day  money 
loaned  at  4J4  after  the  close ;  from  the  23d  to 
the  28th  the  only  recorded  rate  was  6  per  cent. 

A  number  of  small  state  banks,  outside  of  the 
Federal  Reserve  system,  located  in  North  Dakota, 
closed  their  doors  during  the  month,  it  is  reported, 
because  of  impaired  reserves  and  inability  to  col- 
lect farmers'  paper.  The  state  superintendent  of 
banks  has  expressed  the  opinion  that  most  of  them 
will  resume. 

Undoubtedly  the  general  tendency  now  is  to- 
ward liquidation  and  easier  money.  As  business 
slackens,  stocks  are  reduced  and  prices  decline  less 
credit  will  be  required.  The  speculative  fever  is 
gone ;  a  moderate  revival,  which  would  put  a  lit- 
tle more  buying  power  into  the  markets,  would  be 
helpful.  Liquidation  is  halted,  however,  by  the 
slow  movement  of  the  crops  and  slack  trade.  It 
is  an  extraordinary  thing  to  have  the  country 
banks  reducing  their  balances  at  the  centers  in 
November  instead  of  increasing  them. 

Tliis  is  a  time  when  care  must  be  exercised  in 
granting  credit,  but  words  of  caution  upon  that 
point  are  almost  superfluous  now.  They  were 
more  needed  last  year  when  things  were  booming. 
The  important  thing  now  is  for  the  banking  sys- 
tem to  protect  the  situation  from  demoralization 
by  granting  credit  where  it  will  be  helpful  and  can 
be  granted  with  safety. 

Foreign  Trade  and  Exchange. 

The  foreign  trade  statement  for  October  fur- 
nished another  surprise,  the  balance  in  favor 
of  this  country  rising  again  to  nearly  $400,- 
000.000.  Exports  at  $752,000,000  were  up  $145,- 
000,000;   while   imports  at  $.^62,000,000  were 


down  about  $1,000,000  from  September.  The 
details  are  not  yet  available,  but  it  is  known 
that  cotton  and  grain  exports  were  large  and 
to  a  great  extent  represented  purchases  made 
in  the  summer. 

With  the  exception  of  the  British  nearly  all 
of  the  exchanges  quoted  in  the  table  are  lower 
than  a  month  ago : 


Rate  in 

Rate  in 

Cliange 

Untt 

cents 

cents 

from 

Depre- 

Value 

Oct.  27 

Nov.  27 

par 

ciation 

Canada    

1.00 

.9050 

.8930 

.107» 

11% 

Germany  ... 

.2382 

0141 

.0145 

2237 

94% 

Italy   

.1030 

0375 

0370 

1560 

81* 
67% 

BelBium  

.1930 

.0675 

.0644 

.1286 

France  

.1930 

.0635 

.0608 

.1322 

68% 

r:neland  

4.8665 

3.49 

3.4960 

1.3716 

28% 

Swilc-rland.. 

.1930 

.1575 

.1570 

.0360 

1»% 

Holland  

.4020 

.3060 

.3056 

.0964 

24% 

Denmark  ... 

.2680 

.1375 

.1356 

.1324 

49% 

Norway  

.2680 

.1375 

.1356 

.1324 

4»% 

Sweden    

.2680 

.1950 

.1932 

.0748 

28% 

Kpain   

.1930 

.1395 

.1318 

0612 

82% 
21% 

Argentine  . 

.9648 

.80 

.7675 

.2073 

Japan  

.4985 

.5126 

.5060 

.0075 

•1V4% 

•Premium. 

The  United  States  on  the  Peak  of  the  Exchanges. 

The  United  States  is  on  the  peak  of  the 
world  in  the  exchange  situation.  The  resident 
of  any  other  country  must  pay  a  premium 
which  under  normal  conditions  would  be  pro- 
hibitive, to  obtain  the  means  of  making  a  re- 
mittance to  this  country.  That  premium  is 
necessarily  added  to  the  cost  of  any  purchases 
in  this  market.  Next  to  this  country  stands 
Great  Britain,  with  nearly  all  countries  in  a 
similar  relation  to  her.  Even  her  own  colonies, 
with  the  exception  of  Canada,  must  pay  a  pre- 
mium for  exchange  on  London.  The  situation 
shows  how  great  is  the  dislocation  of  normal 
trade  relations,  and  explains  the  paralysis  of 
industry,  stagnation  of  markets  and  low  prices 
which  exist  everywhere.  The  industries  of  the 
world  have  been  developed  in  relations  with 
each  other,  and  they  cannot  operate  except  in 
relations  with  each  other. 

A  recent  number  of  the  London  Times  gives 
a  table  showing  the  fall  of  other  exchanges, 
excepting  the  United  States,  as  compared  with 
London,  as  follows : 

Inc.  or  dec. 
Note  Circulation  per  cent. 

Tear's  required 

Inc.  or  Dec.  to  pur- 

Country  (in   £l,000's).       Percent,    chase  £1. 

Fnance    -f-      112.564  -f-     8  -f-     48 

Belgium    -j-        83.682  -f-  ^8  -f-     42 

Italy    +      221.248  4-45  +  118 

Switzerland   —  894  —     1  —      7 

Greece    +  2,548  +6  -|-     42 

Spain  4-        12,256  +8  +9 

Portugal  -f        81,212  4-64  -f-  150 

Holland  -j-  1,930  -j-     2  -j-       1 

Germany    -f-  1,645.244  4-79  -|-  111 

Austrl.a*    4-      298.7X6  -j-  13  -f-       9 

Rumania*     +        23,499  -j-   14  —     81 

Norway  -j-  2.098  4-9  -|-     *8 

Sweden    —  87  —     0.1  -|-       2 

Denmark    4-  B.926  4-24  4-28 

Finland  +  8.808  4-22  +25 

*Six  months'  comparison. 
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The  Times  comments  upon  the  table  as  fol- 
lows : 

The  broad  fact  that  emerges  from  this  table  is  that 
while  currency  depreciation  has  been  greatest  in 
countries  where  the  manufacture  of  paper  money  has 
been  most  prolific,  the  fall  in  currencies  has  proceed- 
ed at  a  pace  faster  than  the  growth  in  the  production 
of  new  notes.  Take  France  as  one  of  the  most  strik- 
ing examples.  The  increase  in  the  circulation  of 
bank-notes  on  the  year  has  been  the  moderate  one  of 
8  per  cent,  whereas  the  increase  in  the  amount  of 
French  currency  needed  to  purchase  £1  is  nearly  50 
per  cent.  The  figures  serve  as  a  melancholy  reminder 
of  the  greatlj-  attenuated  power  of  continental  Eu- 
rope to  import  goods,  whether  manufactured  articles 
or  the  raw  materials  that  are  so  badly  needed  to  re- 
start our  neighbors  on  their  economic  feet,  and  they 
go  a  long  way  to  explain  why  commodity  prices  are 
falling. 

Australian  Exchange. 

Trade  with  Australia  has  been  greatly  em- 
barrassed of  late  by  the  inability  of  .Australian 
banks  to  supply  funds  either  in  this  country 
or  in  London.  Usually  trade  between  the 
United  States  and  Australia  has  been  settled 
through  London,  but  exports  from  Australia 
have  been  light  this  year  and  the  Australian 
banks  have  drawn  down  their  balances  outside 
until  they  are  obliged  to  decline  to  undertake 
further  payments.  The  result  is  that  drafts 
for  Australian  imports  are  not  being  met,  and 
Australian  importers,  although  solvent  houses, 
are  in  default  in  many  instances. 

London  is  more  disturbed  than  New  York 
because  its  trade  with  Australia  is  much  larger 
and  has  been  saying  that  the  Australian  banks 
should  export  some  of  the  gold  they  have  in 
their  reserves.  The  Australian  banks  probabiy 
would  do  this  but  for  the  fact  that  the  gov- 
ernment has  restricted  gold  exports  to  the 
current  Australian  production,  which  is  not 
sufficient  to  take  care  of  current  obligations 
abroad.  The  United  States  has  been  getting 
a  portion  of  the  available  supply. 

A  considerable  amount  is  said  to  be  coming 
to  the  Australian  wool-growers  from  the  Brit- 
ish government  in  final  settlement  of  joint  ac- 
count, but  when  it  will  be  available  is  not 
known.  When  the  new  wheat  crop  begins  to 
move  out,  which  will  be  in  January,  the  situ- 
ation may  irrrprove,  and  hopes  are  expressed 
that  by  March  it  will  be  decidedly  better. 

South  America. 

The  South  American  exchanges  continue 
very  much  depressed.  The  fundamental  cause 
is  the  great  fall  in  the  value  of  South  American 
products,  notably  wool,  hides,  coffee,  cocoa, 
rubber,  and,  of  smaller  importance,  sugar.  No 
commodities  have  fallen  more  than  these,  and 
some  of  them  are  almost  unsaleable.  These, 
with  grain  and  meats,  are  the  products  upon 
which  the  countries  of  South  America  are 
mainly  dependent  for  ability  to  make  pur- 
chases abroad.  Inability  to  realize  upon  them 
sends  up  exchange  rates  on  the  United  States, 
and  interferes  with  both  sales  and  collections. 


Many  millions  of  dollars  of  drafts  on  these 
countries  are  in  default  and  the  trade  is  in  a 
state  of  paralysis.  Exchange  on  New  York  at 
Buenos  Aires  at  this  writing  is  at  a  premium  of 
nearly  30  per  cent. 

Several  of  the  South  American  countries 
have  been  carrying  on  loan  negotiations  for 
the  purpose  of  correcting  the  exchanges  and 
something  in  this  line  may  be  accomplished 
after  the  first  of  the  new  year.  It  is  of  course 
very  desirable  to  establish  the  credits,  in  order 
that  trade  may  go  on,  but  the  public  market  of 
this  country  is  not  yet  familiar  with  South 
American  securities,  and  it  is  uncertain 
whether  they  will  go  at  rates  which  the  south- 
ern countries  consider  satisfactory  and  have 
been  accustomed  to  pay  in  Europe.  If  this 
situation  was  dealt  with  comprehensively  not 
only  would  our  relations  with  Latin  America 
be  greatly  strengthened,  but  our  home  situa- 
tion would  receive  the  very  stimulus  which  it 
needs. 

Asiatic  Exchanges. 

The  situation  as  to  the  Asiatic  exchanges  is 
reversed  from  what  it  was  during  the  war 
and  last  year.  Early  in  the  present  year,  while 
silver  was  around  the  top  prices,  the  govern- 
ment of  India  changed  the  exchange  value  of 
the  silver  rupee  in  British  money  from  15 
rupees  to  the  sovereign  to  10,  for  the  same 
reason  that  the  government  of  the  Philippine 
Islands  reduced  the  silver  content  of  the 
peso,  to  bring  the  bullion  value  below  the  face 
or  exchange  value.  Since  then  silver  has  had 
a  great  decline,  the  balance  of  trade  has  been 
against  India,  and  the  government  tried  for  a 
time  to  sustain  the  rupee  in  its  new  relation- 
ship by  selling  drafts  on  London  at  the  fixed 
rate  of  exchange.  The  London  Times  is  au- 
thority for  the  statement  that  the  government 
used  £55,000,000.  or  the  equivalent  of  about 
$27.5,000,000,  in  this  effort  to  sustain  the  rupee. 
Finally,  however,  about  the  1st  of  October  the 
government  gave  up  the  attempt  and  allowed 
exchange  to  shift  for  itself.  The  result  has 
been  a  decline  in  the  value  of  the  rupee,  and 
some  exportation  of  silver  from  India,  with  a 
heavy  fall  in  silver  in  all  markets.  The  United 
States  government  is  still  buying  silver  of 
American  production  under  the  Pittman  act, 
hut  the  open  market  for  silver  is  down  to  about 
72  cents  per  fine  ounce.  Chambers  of  Com- 
merce in  the  principal  cities  of  India  have  peti- 
tioned the  government  to  resume  the  sale  of 
drafts,  in  order  that  means  may  be  available 
for  meeting  foreign  payments  without  paying 
the  high  exchange  rates.  They  are  no  worse 
oflF,  however,  than  the  people  of  Australia  or 
South  America,  whose  situation  is  referred  to 
elsewhere,  or  of  the  people  of  England  who 
have  payments  to  make  in  the  United  States. 

A  strange  feature  of  the  situation  is  that  in 
the  face  of  this  situation  India  continues  to  im- 


port  gold,  showing  that  the  demand  is  not  for 
gold  as  money  but  as  a  commodity. 

Japan  has  continued  to  take  gold  from  the 
United  States,  but  exchaiige  rates  are  now  be- 
low the  gold  point.  The  reserve  of  the  Bank 
of  Japan  is  so  high  that  its  outstanding  note 
circulation  is  entirely  covered,  but  this  pre- 
sumably includes  gold  credits  abroad.  Ex- 
ports of  gold  from  this  country  to  Japan  in 
November  aggregated  about  $17,000,000. 

The  Need  For  Foreign  Credits. 

What  the  London  Times  says  above  about  the 
effects  of  the  depressed  exchanges  upon  British 
trade  should  be  taken  home  by  ourselves.  It  has 
been  said  that  we  could  do  nothing,  because  of 
the  pressing  needs  for  credit  at  home,  but  a  grant 
of  credit  to  South  America  to  enable  those  peo- 
ples to  meet  their  obligations  here  would  be  only 
a  shift  of  credit,  and  if  it  encouraged  them  to  buy 
more  it  would  give  business  to  workshops  now 
closing  down.  The  situation  needs  more  compre- 
hensive treatment  than  it  has  yet  received. 

A  leading  newspaper  of  the  middle  west  after 
quoting  our  comments  of  last  month  upon  the  re- 
lation between  the  failure  of  this  country  to  grant 
foreign  loans  and  the  decline  of  farm  products, 
comments  as  follows: 

If  our  financial  leaders  could  have  seen  from  the 
first  that  we  must  give  Europe  as-sistance  to  enable 
the  devastated  peoples  to  resume  industry  and  thus 
produce  goods  to  repay  us,  and  also  to  exchange  for 
what  we  have  to  sell.  In  other  words.  It  we  had  under- 
taken in  the  financial  reconstruction  to  do  Just  what 
we  did  in  the  war,  there  would  have  been  no  such 
disastrous  falling  oft  in  our  own  market. 

The  smash  of  the  farm  market  is  the  measure  of 
want  of  foresight,  courage  and  leadership  in  the  part 
of  American  financiers. 

New  York  bankers  created  a  Committee  in 
June,  1919,  for  the  purpose  of  starting  the  for- 
mation of  a  country-wide  organization  to  pro- 
vide credits  for  foreign  trade.  Members  of  that 
Committee  visited  Chicago  and  laid  the  plan  be- 
fore the  bankers  of  that  city,  who  approved  of  it 
and  promised  to  co-operate.  It  was  proposed 
to  form  a  corporation  with  a  capital  of  several 
hundred  million  dollars,  and  for  the  value  of  Gov- 
ernment countenance  and  encouragement  in  dis- 
tributing securities  it  was  desired  that  the  Gov- 
ernment should  participate  to  some  extent  as  a 
stockholder.  When  the  plan  was  taken  to  Wash- 
ington, however,  it  met  with  pronounced  opposi- 
tion, the  most  outspoken  coming  from  the  West. 
A  prominent  senator  was  quoted  by  the  papers  as 
saying  that  Wall  Street  wanted  to  sell  a  lot  of 
European  securities  and  later  would  be  back  want- 
ing Congress  to  make  war  to  collect  the  interest. 
An  effort  was  made  to  hold  the  Liberty  Loan 
Committees  over  the  country  together  to  act  with 
the  proposed  national  organization,  but  the  war 
was  over,  and  it  seemed  to  be  impracticable  to 
continue  the  appeals  for  money. 

New  York  bankers  in  the  past  year  have  placed 
several  hundred  million  dollars  of  foreign  loans, 


most  of  them  for  foreign  governments.  They 
have  been  sharply  criticized  for  lending  money  to 
foreigners  which  was  said  to  be  needed  at  home, 
altiiough  every  dollar  was  used  by  somebody  for 
purcliascs  in  America. 

The  sale  of  these  securities  was  vigorously 
pushed  in  every  state  of  this  country,  by  mail 
and  personal  solicitation.  Every  person  consid- 
ered a  possible  buyer  was  urged  to  buy.  In  the 
case  of  the  French  $100,000,000,  in  which  a  large 
number  of  leading  banking  houses  participated. 
The  National  City  Company  received  subscrip- 
tions from  3,422  individuals  for  $5,000  worth  of 
bonds  or  less.  These  subscriptions  were  made 
up  as  follows: 

Amount  Number 
subscribed                                                                 subscribers 

$100    319 

$100    to    »500 600 

$500  to  $1.000 1,032 

$1,000    to    $2,000 499 

$2,000   to   $5,000 970 

8.422 

The  average  amount  subscribed  for  through  The 
National  City  Company  taking  into  consideration 
the  total  subscriptions  received,  was  $3,324. 

These  small  sales  tell  the  story  of  intensive 
campaigning. 

The  bankers  were  criticized  in  some  quarters 
for  driving  hard  bargains  with  the  borrowers,  but 
most  of  the  issues  can  be  bought  in  the  open  mar- 
ket close  to  the  issue  price,  some  a  little  above  and 
some  a  little  below.  The  French  8  per  cents  are 
.selling  at  this  writing  at  a  premium  oi  %  oi  I 
per  cent. 

Recriminations  are  useless,  but  in  view  of  the 
statement  by  the  President  of  the  Iowa  Bankers' 
Association,  quoted  elsewhere,  as  to  wild-cat 
stock  speculation  in  that  state,  it  may  not  be  out 
of  place  to  suggest  that  the  failure  to  take  foreign 
securities  is  not  wholly  chargeable  to  "financial 
leaders,"  if  by  that  is  meant  the  bankers  of  large 
cities.  Credit  in  the  sums  wanted  to  support  our 
foreign  trade  cannot  be  supplied  by  a  few  "finan- 
ciers," particularly  in  these  times  of  high  income 
taxes.  They  must  be  provided  by  a  united,  wide- 
spread effort.  In  the  October  number  of  this 
Letter  in  discussing  this  subject  we  said : 

The  fact  Is  that  the  best  Interests  of  all  countries 
would  have  been,  served  by  a  renewal  or  replacement 
of  the  Anglo-French  loan  for  another  five-year  period. 
It  would  have  assisted  France  in  her  recovery  and 
helped  England  to  extend  more  credit  to  continental 
Europe,  and  have  served  both  ways  in  getting  the 
world  back  to  rights.  Why  didn't  we  do  It?  Simply 
because  the  number  of  persons  who  understood  these 
relationships  was  too  few  to  enable  the  thing  to  be 
done. 

The  modern  world  is  one  community,  but  there 
is  no  general  under.standing  of  the  fact.  The  same 
principle  of  inferdei)endence  which  unites  the  real 
interests  of  all  classes  within  our  country,  oper- 
ates between  all  modern  communities.  None  can 
realize  a  full  state  of  prosperity  unless  all  pros- 
per together.     There  is  an  opportunity  now  for 
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all  parts  of  the  country  to  participate  in  another 
movement.  The  American  Bankers'  Association 
is  about  to  launch  a  new  corporation,  with  a  capi- 
tal of  $100,000,000,  which  if  the  subscriptions  are 
secured  will  be  a  debenture  corporation,  to  issue 
its  own  obligations,  payable  in  dollars,  secured  by 
the  foreign  securities  which  it  will  purchase.  This 
is  on  the  plan  of  the  Federal  Farm  Loan  Banks. 
The  capital  can  be  increased  if  the  public  supports 
the  enterprise. 

Farm  Land  Values. 


Much  is  said  in  current  discussion  just  now 
about  the  cost  of  production,  and  the  losses 
that  are  being  suffered  in  various  lines  of  in- 
dustry. There  are  different  kinds  of  losses, 
and  it  is  well  to  keep  the  distinctions  in  mind. 
There  is  for  instance  the  loss  of  what  might 
have  been  made  if  a  situation  had  been  han- 
dled more  wisely  or  if  some  unforeseen  devel- 
opment had  not  upset  calculations.  Then  there 
is  the  loss  of  the  fair  profit  which  everyone  is 
entitled  to  make  in  business  and  which  must 
be  forthcoming  as  a  rule  to  provide  an  in- 
ducement for  anyone  to  take  the  risks  and 
make  the  exertions  that  are  requfred  in  any 
business  undertaking.  And  finally,  there  is 
out-of-pocket  loss  suffered  when  a  person 
comes  out  of  a  venture  not  only  with  nothing 
to  show  for  his  time  and  efforts  but  with  less 
capital  than  he  put  into  it.  This  is  the  kind 
of  a  loss  which  hurts  most,  but  nearly  every- 
body with  any  variety  of  experience  as  a  busi- 
ness proprietor  takes  such  losses  occasionally. 

Production  Costs  in  Iowa. 

The  Farm  Management  Department  of  the 
Iowa  State  College  of  Agriculture  in  co-opera- 
tion with  the  Iowa  Farm  Bureau  Federation, 
has  recently  completed  the  gathering  of  figures 
from  a  large  number  of  typical  Iowa  farms  on 
the  cost  of  production  of  wheat  and  oats,  and 
the  announcement  is  made  that  at  the  market 
prices  current  when  these  prices  were  given 
out,  on  October  18th,  three  farmers  out  of  five 
would  lose  money  on  their  wheat  and  nine  out 
of  ten  would  lose  money  on  their  oats. 

The  cost  of  oats  production  is  based  on  fig- 
ures secured  from  196  farms  in  different  parts 
of  the  state  of  Iowa,  the  farms  being  selected 
with  a  view  to  obtaining  average  conditions 
over  the  State.  We  quote  from  the  report  as 
follows: 

The  average  ^alue  of  the  land  on  which  the  oats 
was  grown  Is  $260  per  acre.  The  average  yield  was 
18.8  bushels  per  acre.  On  only  two  farms  out  of  the 
196  was  oats  produced  for  less  than  44  cents,  the 
present  market  price  at  Ames.  On  the  other  194 
farms,  the  farmer,  if  Jie  sold  his  grain  today  would 
lose  anywhere  from  a  few  cents  to  a  dollar  a  bushel. 

The  largest  element  In  the  coat  of  production  was 
the  charge  against  the  land,  including  taxes  and  5% 
per  cent  interest  on  the  market  value.  This  charge 
amounted  to  816.63  per  acre  .  Labor,  man  and  horse, 
came  to  8(.01;  seed  $3.23;  machinery  79  cents;  thresh- 


ing $1.44;  twine  39  cents;  threshing  fuel  18  cents; 
manure  $1.66;  storage  91  cents;  miscellaneous  48 
cents. 

The  investigation  of  wheat  costs  was  carried  on  in 
Montgomery,  Warren  and  Wapello  counties.  Figures 
were  secured  front  167  farms.  The  average  value  per 
acre  of  the  land  in  wheat  was  $282.  The  average  yield 
was  18.5  bushels  and  the  average  acreage  was  29. 

Only  40  per  cent  of  the  167  farms  produced  wheat 
at  a  cost  of  $1.80  or  better,  the  present  market  price. 
The  remaining  60  per  cent  stand  to  lose  on  the  wheat 
growing  operations   this  year. 

The  cost  of  production  for  an  acre  of  wheat  was 
distributed  as  follows:  Seed,  $3.41;  use  of  land,  In- 
cluding taxes  and  5%  per  cent  interest  on  land,  $16.80; 
man  labor,  $4.14;  horse  labor,  $5.04;  machinery,  $1.24; 
threshing,  $1.67;  twine,  35  cents  threshing  fuel,  16 
cents;  manure,  $1.49;  storage,  44  cents;  miscellaneous, 
$1.04. 

Land  Charges  Approximately  One-half  the  Cost. 

The  most  interesting  feature  of  this  calcula- 
tion is  the  cost  of  the  land.  It  may  be  that  the 
figures  represent  average  values  when  the  cal- 
culation was  made,  and  some  of  the  present 
owners  may  have  paid  that  price  for  the  farms, 
but  whether  they  are  worth  that  valuation  or 
not  depends  upon  the  prices  that  can  be  ob- 
tained for  the  products  grown  on  them.  It  is 
reversing  the  actual  relationship  to  represent 
land  values  as  a  basic  element  in  the  price  of 
products.  The  converse  is  true,  i.  e.,  land  values 
are  based  upon  the  value  of  the  products  which 
the  lands  will  produce. 

Tabulating  the  cost  of  these  crops  as  given 

above  the  statement  is  as  follows: 

Per  acre 

Wheat  Oats 

Seed    $3.41  $3.23 

Labor,  man  and  horse 9.18  6.01 

Machinery    1.24  .79 

Threshing,   including   fuel 1.83  1.62 

Twine    .35  .39 

Manure 1.49  1.66 

Storage    .44  .91 

Miscellaneous   1.04  .48 

Total,  exclusive  of  land  charges....      $18.98  $15.09 

Land    charges    16.80  16.53 

ToUI    $35.78  $30.62 

Labor  Costs. 

Presumably  the  labor  costs  are  computed  at 
the  going  rates  for  labor,  team  service  and 
use  of  machinery  which  the  farmers  would 
have  had  to  pay  if  they  had  hired  the  work 
done.  This  is  correct,  but  it  must  be  borne  in 
mind  that  it  includes  compensation  for  labor 
at  high  rates  and  for  investment  in  equipment. 
In  the  case  of  both  wheat  and  oats  the  aver- 
age returns  covered  these  costs,  reckoning 
values  at  the  date  named,  but  subsequent  de- 
clines have  thrown  the  value  of  the  oats  crop 
below  even  these  direct  production  costs. 

At  $1.80  per  bushel,  as  calculated  above,  the 
average  value  of  the  wheat  crop  was  $33.30 
per  acre,  or  a  profit  of  $14.32  per  acre  after 
meeting*  the  direct  expenses.  At  44  cents  per 
bushel  the  average  value  of  the  oats  crop  was 
$16.85,  which  was  only  $1.76  per  acre  above  the 
value  of  the  labor  and  other  items  of  cost  ex- 
pended upon  it. 
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FuitlMr  Declines. 

Both  wheat  and  oats  have  declined  in  selling 
price  since  October  18,  the  former  about  55 
cents  per  bushel  and  the  latter  about  10  cents 
per  bushel,  on  the  Chicago  market.  This  would 
reduce  the  net  income  per  acre,  exclusive  of 
land  charges,  on  wheat  to  about  $4.15  and  in 
the  case  of  oats  would  give  a  deficit  of  about 
$2.00.  The  results  upon  oats  are  very  un- 
satisfactory. Upon  this  crop  the  farmers  of 
Iowa  are  in  the  position  of  many  producers 
elsewhere,  not  only  of  agricultural  products, 
but  ot  manufactured  goods,  who  have  not  only 
had  profits  for  this  year  wiped  out,  but  have 
lost  money.  These  are  not  normal  times,  nor 
were  the  years  when  prices  were  booming. 
When  prices  were  rising  faster  than  costs 
the  producer  made  money ;  now  that  they  are 
falling  faster  than  costs  he  loses.  It  will  be 
better  for  everybody  when  conditions  are  set- 
tled again. 

The  oats  crop  is  large  this  year  and  as  it 
happens  the  corn  crop  is  the  largest  on  record. 
It  is  not  the  usual  thing  to  have  both  of  these 
crops  turn  out  so  well  in  the  same  season,  and 
as  both  are  mainly  used  as  feed  for  animals 
and  the  foreign  market  for  them  is  restricted, 
the  price  has  suffered  excessively. 

Land  Values  as  a  Factor  In  Costs. 

All  government  farm  management  calcula- 
tions include  interest  on  the  estimated  value 
of  the  land  as  part  of  the  cost  of  making  the 
ciop,  and  as  land  values  rise  whenever  crop 
values  do,  it  follows  that  government  calcu- 
lations almos'.  invariably  show  that  there  is 
no  profit  in  farming  operations. 

This  method  of  calculating  costs  may  be  jus- 
tified for  the  puri)ose  of  showing  them  in  indi- 
vidual cases,  or  in  order  to  indicate  the  true 
value  of  land  in  production,  but  as  a  basis  for 
a  grievance  on  the  part  of  the  farmers  against 
the  rest  of  the  population  they  are  not  valid. 
Figures  showing  that  the  farmer,  after  allow- 
ing interest  on  the  value  of  his  land  does  not 
receive  adequate  pay  for  his  labor  do  not  prove 
that  or  that  prices  of  products  are  too  low ; 
it  may  be  that  land  values  are  rated  too  high. 

Advance  in  Land  Values. 

The  Department  of  .Agriculture  has  issued  a 
pamphlet  this  year  entitled  "Farm  Land  Values 
in  Iowa"  in  which  it  shows  as  the  result  of  a 
careful  inquiry  that  between  March  1,  1919,  and 
March  1,  1920,  the  selling  value  of  farms  in 
Iowa  increased,  on  the  average,  $G3  per  acre. 
The  Iowa  State  Census  of  1915  calculated  that 
during  the  ten  years  preceding,  the  average 
value  of  Iowa  lands  had  increased  $G0.25  per 
acre,  or  128  per  cent.  The  report  of  the  Fed- 
eral Census  for  the  ten  years  1899-li)09,  calcu- 
lated the  average  advance  during  those  years 
at  124  per  cent.    What  has  caused  these  ad- 


vances? The  report  of  the  Department  upon 
the  sensational  advance  of  last  year  shows  that 
in  l.oaj  farm  sales  winch  were  investigated. 
in  farms  were  bought  by  farmers,  of  whom, 
however^  47  are  classed  as  retired  farmers  liv- 
ing in  towns.  The  other  purchasers  were  people 
in  various  occupations,  some  of  whom  stated 
that  they  intended  to  live  on  the  lands,  while 
others  bought  with  the  intention  of  selling 
agam.  At  bottom  it  is  the  ciTorts  of  farmers 
to  buy  farms  which  puts  up  the  price.  If  there 
was  no  demand  from  them  there  would  be  no 
demand  from  speculators.  Upon  what  theory 
then  can  the  farmers  blamo  other  people  for  the 
high  price  of  lands,  and  what  reason  is  there  in 
the  Claim  that  the  prices  of  farm  products 
should  advance  to  pay  a  return  on  any  prices 
which  the  farmers  may  establish  upon  lands? 
If  the  prices  of  farm  products  should  double, 
the  scramble  for  farms  W(.-uld  send  values  so 
high  that  the  farmer  would  make  just  as  poor 
a  showing  of  earnings  as  before,  according  to 
the  Government's  system  of  calculating  costs. 
Judged  from  this  standpoint  the  situation  is 
liopeless. 

Reasons  for  Low  Returns  on  Laiid  Values. 

The  reasons  for  the  low  returns  upon  land 
values  invariably  shown  by  investigations  are 
not  hard  to  find,  and  they  should  be  dealt  with 
frankly.  One  of  them  is  that  in  the  middle 
west  over  every  census  term  in  the  past 
there  has  been  a  substantial  increase  of  land 
values.  This  rising  tendency  has  come  to  be 
expected  and  is  partially  discounted  in  the 
l)rices  paid  for  land.  The  buyer  will  pay  more 
than  he  would  pay  if  he  was  expecting  no  gains 
except  from  the  crops. 

Another  reason  is  that  land,  particularly  in  a 
new  and  developing  country  is  considered  the 
safest  of  all  investments.  The  mass  of  the 
people  know  comparatively  little  about  invest- 
ments other  than  in  real  estate  and  mort- 
gages. They  distrust  other  investments  but 
have  confidence  in  land,  and  in  many  cases  buy 
it  with  a  view  to  the  safety  of  the  principal 
rather  than  the  rate  of  return.  They  will  bid 
up  the  price  of  land  to  a  point  where  it  will 
pay  a  lower  rate  than  would  satisfy  them  in 
the  case  of  any  other  class  of  investment. 

Neighborhood  considerations,  or  in  other 
words  choice  of  a  place  to  live,  are  another 
factor  in  the  value  of  land.  In  the  states 
of  the  middle  west,  where  farming  is  the  chief 
industry  and  the  sons  and  daughters  of  farm- 
ers expect  to  be  farmers,  there  is  a  constant 
demand  for  farms  by  the  young  people  who  are 
setting  up  for  themselves.  The  parents  wish 
them  to  locate  near  the  old  home,  and  are  in 
the  market  for  farms  for  them.  In  some  in- 
stances a  settlement  of  foreign-horn  people, 
with  a  church  of  their  faith,  will  affect  land 
values. 
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The  Competition  for  Land. 

Finally,  there  is  constant  competition  for 
land  by  the  thrifty  and  successful  farmers.  The 
natural  investment  for  a  farmer  is  in  more 
land.  On  the  surface  there  does  not  appear  to 
be  that  sharp  competition  between  individual 
farmers  that  exists  between  rival  tradesmen, 
but  the  competition  is  there.  The  farmer  who 
is  a  good  business  man  and  getting  ahead,  is 
making  a  price  for  land  which  a  poorer  farmer 
cannot  allord  to  pay.  The  latter  cannot  buy  it 
and  make  it  pay  out.  It  must  be  remembered 
in  reading  all  statements  of  average  returns 
that  many  farmers  are  making  more  than 
the  average  and  many  are  making  less.  The 
Department  of  Agriculture  made  an  inquiry 
into  the  cost  of  raising  wheat  on  481  farms  in 
Kansas,  Missouri,  Minnesota,  North  Dakota 
and  South  Dakota,  in  1919.  It  found  the  aver- 
age cost  to  be  $2.15  per  bushel,  and  that  224, 
farmers,  who  harvested  44.2  per  cent  of  the 
acreage,  produced  their  crops  at  less  than  the 
average  cost,  while  257  farmers,  who  harvested 
55.8  per  cent  of  the  acreage,  produced  at  a  cost 
above  the  average.  The  people  who  are  below 
the  average  in  productive  efhciency  are  poorly 
paid  in  any  competitive  field,  for  compensation 
is  good  or  poor  by  comparison  with  what 
others  earn. 

Effects  of  Rising  Land  Values. 

Some  people  deprecate  the  rise  of  land  val- 
ues, arguing  that  it  is  hard  on  the  poor  man, 
tends  to  concentrate  land  ownership,  create, 
tenancy,  etc.  The  subject  is  an  important  one, 
much  too  large  to  treat  comprehensively  in 
these  columns,  but  it  may  be  noted  that 
the  influences  affecting  values  are  broad, 
or  in  other  words  result  from  the  ac- 
tions and  opinions  of  the  body  of  the 
people,  and  not  from  mere  price  manipula- 
tion by  a  few.  It  is  unfortunate  that  land 
values  should  be  lifted  by  temporary  influ- 
ences, such  as  the  high  price  of  products  in 
war  time,  and  that  the  rise  should  be  assisted 
by  speculation,  and  that  people  should  go  into 
debt  to  buy  under  such  conditions ;  but  rising 
prices  in  any  kind  of  property  cause  specula- 
tion and  the  right  of  people  to  go  into  debt  is 
incidental  to  freedom  in  the  management  of 
their  private  affairs. 

It  is  a  debatable  question  whether  rising  land 
values  tend  to  concentrate  land  ownership.  It 
depends  upon  whether  land  can  be  used  most 
advantageously  under  large  holdings  or  small. 
The  land  system,  like  every  other  feature  of 
the  industrial  organization,  will  tend  under  the 
economic  law  to  take  that  form  which  will  pro- 
duce the  largest  economic  results.  The  big 
ranches  are  being  broken  into  farms  for  that 
reason ;  that  is  decentralization.  .Some  peo- 
ple think  the  large  farms  will  be  gradually 
divided  into  small  holdings,  for  intensive  work- 


ing, as  lands  are  held  in  Japan  and  France. 
Others  think  that  the  best  results  in  growing 
the  principal  staples  are  not  to  be  had  in  that 
way,  because  it  is  not  practicable  to  use  ma- 
chinery extensively ;  they  think  the  tendency 
will  be  the  other  way,  to  the  adoption  of  fac- 
tory methods  and  large  scale  production  by 
the  largest  possible  use  of  machinery. 

Since  opinions  differ,  and  one  system  may  be 
best  for  one  kind  of  crops  and  another  system 
for  other  crops,  the  best  policy  is  to  allow 
natural  development  to  take  its  own  way.  The 
natural  tendency  in  a  society  not  dominated  by 
doctrinaires  will  be  for  the  lands  to  be  disposed 
of  and  handled  in  the  manner  which  will  yield 
the  largest  production  in  proportion  to  cost, 
which  is  more  important  to  society  than  who 
owns  the  lands. 

Yield  the  Important  Thing. 

The  cost  of  growing  the  farm  crops  calcu- 
lated by  the  bushel  or  ton,  depends  very  largely, 
upon  the  yield  per  acre,  and  that  is 
largely  dependent  on  the  intelligence,  train- 
ing and  industry  of  the  farmer.  If  year 
by  year,  under  the  same  conditions,  one 
group  of  wheat  growers  should  show 
lower  production  costs  than  another  group, 
it  would  indicate  that  the  former  group 
could  afford  to  pay  more  for  land  than  the  lat- 
ter, and  probably  would  become  larger  land- 
owners. Moreover,  the  public  interest  would 
be  served  by  this  development,  which  probably 
would  occur  by  members  of  the  former  group 
buying  out  members  of  the  latter.  Since  the 
land  area  cannot  be  increased,  it  is  undoubtedly 
necessary  as  population  increases,  that  the 
lands  shall  be  made  more  productive. 

Is  there  any  other  system  under  which  the 
lands  will  tend  to  pass  naturally  into  the  hands 
of  those  who  have  the  ability  to  get  the  best 
results  from  them,  than  by  this  system  of  free 
purchase  and  sale?  There  are  people  who  think 
that  the  lands  should  belong  to  the  state  for 
the  common  advantage,  but  even  then  it  would 
be  necessary  to  have  some  system  of  distribu- 
tion to  tenants  which  would  promote  the 
largest  production.  The  problem  of  land  con- 
trol is  always  how  to  get  the  largest  perma- 
nent yield  of  the  products  required  to  satisfy 
the  wants  of  the  population.  Every  land- 
owner is  under  obligations  to  justify  his  hold- 
ings by  this  principle. 

Land  policies,  like  other  public  policies,  must 
be  general  and  judged  by  the  general  results. 
It  is  said  that  rising  land-values  increase  ten- 
ancy, but  that  is  probably  a  temporary  effect. 
High  land-values  logically  require  good  til- 
lage, good  drainage,  and  complete  equipment 
for  eflRcient  farming  operations.  The  owner 
who  cannot  or  will  not  give  these  will  find  it 
to  his  advantage  to  transfer  his  investment  to 
some  other  field,  and  let  the  land  pass  to  some 
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one  who  can  make  the  best  use  of  it.  That 
everybody  does  not  do  this  is  not  proof  that 
the  principle  is  unsound.  Under  any  system 
there  will  be  people  who  will  not  do  what  is  to 
their  best  interests,  but  self  interest  is  the 
motive  that  can  be  most  surely  relied  upon  to 
accomplish  results.  The  economic  laws  work 
by  gradual  but  steady  pressure. 

Fallacy  of  Restrictins;  Production. 

The  fixed  investment  in  land  is  something  to 
be  considered  by  the  farmers  who  are  propos- 
ing to  restrict  the  production  of  farm  products 
as  a  means  of  advancing  prices.  VVith  the 
land  charge  so  large  a  percentage  of  the  cost 
of  production,  and  the  same  whether  anything 
is  grown  on  the  land  or  not,  the  idea  of  letting 
land  lie  idle  does  not  commend  itself.  More- 
over, the  other  items  of  cost  as  shown  in  the 
government  calculations  consist  for  the  most 
part  of  charges  for  the  labor  of  the  farmer 
and  his  family  and  the  use  of  equipment  which 
he  owns,  and  so  far  as  these  are  concerned  he 
will  not  gain  much  by  curtailing  his  opera- 
tions. The  experience  of  the  past  is  against 
the  adoption  of  such  policies. 

There  have  been  low  prices  in  other  years. 
It  is  less  than  25  years  since  wheat  sold  in  Chi- 
cago under  60  cents  per  bushel  and  corn  sold 
in  Iowa  at  15  cents  per  bushel.  There  was 
alarm  and  agitation  then  by  people  who 
thought  that  unless  something  was  done  at 
Washington  forthwith  everything  would  go  to 
ruin.  The  real  danger  at  such  a  time  is  that 
something  will  be  done  that  will  interfere  with 
the  workings  of  the  natural,  economic  law,  and 
prevent  its  setting  things  to  rights. 

Amid  all  the  vicissitudes  of  agriculture,  the 
farmer  who  has  gone  on  with  his  business  as 
usual,  diversifying  his  crops  and  getting  the 
largest  yield  he  knew  how  to,  has  always  found 
that  the  markets  came  back  to  him  and  on  the 
average  gave  a  fair  reward  for  his  labors.  On 
the  other  hand  the  man  who  changes  his  poli- 
cies with  a  view  to  influencing  world  markets 
is  likely  to  find  when  prices  are  right  that  he 
has  little  to  sell.  The  steady-going  man-on- 
the-job,  who  depends  on  the  law  of  averages, 
comes  out  ahead. 

The  Straight- Forward  Course. 

Furthermore,  the  man  who  keeps  to  his 
work  at  this  time  has  the  satisfaction  of  know- 
ing that  he  is  doing  his  honest  part  to  bring 
order  out  of  chaos  and  restore  the  natural 
equilibrium.  This  is  no  time  to  allow  impa- 
tience, resentment  and  class  feeling  to  domi- 
nate policies,  add  to  the  confusion  and  delay 
readjustment.  A  policy  of  making  food  arid 
clothing  materials  artificially  dear  will  fail, 
but  a  policy  of  bringing  other  commodities 
down  to  a  level  with  farm  products  will  suc- 
ceed, and  in  this  way  an  equitable  readjust- 


ment will  be  accomplished.  The  world  does 
not  want  readjustment  upon  the  basis  of  war, 
disorder  and  scarcity,  but  upon  the  basis  of 
peace,  order  and  abundance. 

Throughout  all  the  period  of  high  prices  tens 
of  thousands  of  people  have  suffered  because 
their  incomes  have  not  increased  to  corre^ 
spond  with  the  increase  in  the  cost  of  farm 
products  and  of  wages  in  other  occupations. 
This  has  been  true  of  the  entire  body  of  public 
employes,  including  school  teachers,  of  many 
of  the  wage-earning  and  salaried  class  in  pri- 
vate employment  and  of  others  dependent 
upon  fixed  incomes.  There  has  been  no  re- 
dress for  them.  And  now  everybody  should  be 
content  to  take  his  turn  and  do  his  part,  with- 
out being  too  sensitive  as  to  his  own  relative 
position  each  day  in  a  time  of  confusion  and 
change.  The  best  type  of  citizen  is  the  one 
who  wants  to  guide  his  own  course  in  the  man- 
ner that  will  best  serve  the  common  interest, 
whether  anyone  else  does  so  or  not.  When 
that  purpose  governs,  our  difficulties  will  be 
quickly  overcome,  and  it  will  be  found  that 
nobody  has  made  any  sacrifice. 

Batiker-Famner  Conferences. 


The  Iowa  Bankers'  Association  has  held  dur- 
ing the  past  month  a  series  of  conferences  in 
different  parts  of  that  state,  to  which  the 
bankers  and  farmers  of  the  several  localities 
were  especially  invited,  but  which  were  open 
to  the  public.  The  conferences  were  for  the 
purpose  of  free  discussion  and  exchange  of 
views  over  the  banker-farmer  situation  in  Iowa. 
The  loans  of  the  bankers  to  the  farmers  are  of 
record  proportions,  and  the  severe  declines  that 
have  taken  place  in  the  prices  of  farm  products 
have  given  a  much  more  serious  aspect  to 
these  loans,  and  also  checked  the  marketing 
movement  and  affected  the  entire  business  situ- 
ation. 

These  meetings  were  largely  attended,  at 
some  places  the  largest  halls  being  inadequate 
to  hold  the  crowds,  and  the  interchange  of 
views  was  frank,  honest  and  valuable.  The 
bankers  described  their  situation,  the  farmers 
described  theirs  and  representatives  of  the 
Federal  Reserve  Bank  of  Chicago  told  of  the 
general  situation  and  the  position  of  the  Re- 
serve bank.  All  parties  seem  to  have  been  im- 
pressed that  the  meetings  brought  about  a 
better  state  of  feeling.  It  appeared  from  the 
statements  made  by  the  officials  of  the  Reserve 
bank  that  banking  conditions  in  Iowa  were 
more  expanded  than  in  any  other  territory  of 
the  Chicago  district.  According  to  their  calcu- 
lation, based  upon  banking  assets,  the  bankers 
of  Iowa  were  borrowing  from  the  Reserve  bank 
245  per  cent  of  their  proper  proportion  of  its 
loanable  funds.  Illinois,  with  the  great  indus- 
trial and  commercial  city  of  Chicago,  was  bor- 
rowing 86  per  cent  of  its  rightful  proportion. 
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and  included  in  this  were  the  borrowings  of  the 
large  member  banks  of  Chicago,  for  the  pur- 
pose of  lending  in  Iowa  and  other  outside  ter- 
ritory. 

The  high  point  of  loans  by  the  Chicago  Re- 
serve bank  to  the  Iowa  member  banks  for  the 
war  time  and  immediately  following,  was 
reached  May  1,  1919,  when  the  figures  were 
$32,000,000.  By  July  1,1919,  this  amount  had 
been  reduced  to  $12,000,000.  On  May  1,  1920, 
the  figures  were  $65,000,000,  by  July  1  were 
down  to  $61,000,000,  but  on  November  12  thev 
had  risen  to  $91,000,000.  These  are  sums  bor- 
rowed by  the  Iowa  member  banks  from  the 
Federal  Reserve  bank  of  Chicago  for  the  ac- 
commodation of  their  customers,  after  exhaust- 
ing their  own  lending  capacity.  They  do  not  in- 
clude borrowing  by  the  Iowa  banks  from  cor- 
respondent banks  in  Chicago,  New  York  and 
other  centers,  which  aggregate  a  large  sum. 

Help  From  Other  Districts. 

It  should  be  considered  in  this  connection 
that  on  the  date  named,  November  12,  the 
Federal  Reserve  banks  of  Cleveland,  Phila- 
delphia and  Boston  were  lending  an  aggre- 
gate of  $200,000,000  to  seven  other  Federal 
Reserve  banks,  of  which  $38,000,000  was  to 
the  New  York  bank  and  the  remainder 
to  Reserve  banks  in  the  west  and  south  whose 
demands  were  mainly  from  the  agricultural  dis- 
tricts. The  Federal  Reserve  Bank  of  Cleveland, 
which  includes  in  its  territory  western  Penn- 
sylvania as  well  as  the  great  industrial  state 
of  Ohio,  has  been  lending  more  credit  to  the 
Reserve  banks  in  agricultural  districts  than  to 
the  member  banks  of  its  own  district. 

The  statements  of  condition  of  national 
banks,  on  September  8,  as  summarized  by  the 
Comptroller  of  the  Currency,  shows  that  the 
national  banks  of  New  York  City  had  lost 
'$486,102,000  in  deposits  since  June  30,  last, 
which  was  largely  accounted  for  by  the  with- 
drawal of  funds  by  the  interior.  These  facts  all 
go  to  show  that  the  whole  country  has  been 
straining  itself  and  denying  credit  for  other 
purposes  to  provide  for  the  agricultural  dis- 
tricts. They  furnish  a  sufficient  answer  to  the 
malevolent  charges  that  the  bankers  and  busi- 
ness interests  of  the  cities  are  either  conspiring 
against  the  farmers  or  indifferent  to  their  situ- 
ation. 

A  statement  of  the  amount  of  credit  absorbed 
by  the  State  of  Iowa  in  the  last  year  would  not 
be  complete  without  knowledge  of  the  increase 
of  mortgage  indebtedness,  which  is  said  by 
well-informed  observers  to  have  been  consider- 
able. It  would  be  also  necessary  to  know  the 
increase  in  bank  loans  within  the  State.  The 
facts  brought  out  at  the  conferences  showed 
that  loans  had  been  increasing  while  deposits 
were  decreasing,  which  indicated  that  the  State 
was  borrowing  and  drawing  on  bank  deposits 
to  pay  for  current  purchases  outside. 


Lessons  of  a  Boom  Period. 

A  postmortem  examination  of  a  boom  period 
is  never  pleasant  reading,  and  the  lessons 
which  may  be  learned  are  seldom  readily  ac- 
cepted by  the  parties  most  interested.  The 
conditions  in  all  such  periods  are  singularly 
alike.  It  cannot  be  said  that  this  great  in- 
crease of  indebtedness  has  been  forced  upon 
the  people  of  Iowa  by  hard  times,  for  recent 
years  have  been  unusually  prosperous  ones.  The 
Department  of  Agriculture  at  Washington  has 
reported,  on  the  strength  of  an  extended  in- 
quiry, that  the  average  value  of  the  farming 
lands  of  the  state  increased  $63  per  acre  be- 
tween March  1,  1919,  and  March  1,  1920.  The 
tight  money  situation  has  not  been  worse  in 
Iowa  than  in  other  states  because  the  people 
of  Iowa  have  been  passing  through  harder 
times,  but  rather  because  they  were  more  un- 
der the  spell  of  prosperity,  or  the  appearance 
of  prosperity.  Of  course  their  lands  did  not 
actually  increase  in  value  $63  per  acre  in  one 
year,  but  they  thought  so,  and  thought  they 
were  entitled  to  use  a  correspondingly  larger 
amount  of  credit. 

The  people  of  Iowa  subscribed  liberally  to 
the  Liberty  and  Victory  loans,  and  undoubtedly 
borrowed  for  that  purpose,  but  these  loans 
were  floated  before  July  1,  1919,  at  which  date 
the  Iowa  borrowings  of  the  Federal  Reserve 
Bank  were  only  $12,000,000.  It  was  not  the 
war  borrowing  that  put  them  in  their  present 
situation. 

This  chapter  from  the  experience  of  Iowa 
is  just  like  the  stories  of  the  boom  experiences 
of  all  other  peoples.  If  any  one  had  been  able 
to  foretell  in  1914  the  sums  which  the  people 
of  Cuba  would  receive  for  their  sugar  crops  in 
the  following  five  years,  and  if  he  had  not 
known  history  or  human  nature,  he  might 
easily  have  said  that  everybody  in  Cuba  would 
get  out  of  debt,  and  live  on  Easy  Street  ever 
after.  But  the  people  of  Cuba  are  living  un- 
der a  moratorium  today,  proclaimed  for  the 
purpose  of  preventing  a  general  collapse  of  the 
credit  structure. 

The  Causes  of  Tight  Money. 

At  the  first  of  these  Iowa  conferences  Mr. 
L.  A.  Andrews,  president  of  the  Iowa  Bankers' 
Association,  upon  opening  the  meeting  deliv- 
ered a  carefully  prepared  and  able  address,  in 
which  he  described  some  of  the  causes  for  the 
great  increase  of  bank  loans  as  follows : 

Two  causes  particularly  are  responsible  for  the 
over-extension  of  credit  In  Iowa  at  this  time. 

First,  Is  the  fever  of  speculation  and  reckless  buy- 
ing that  has  been  prevalent  all  over  the  country  and 
nowhere  more  than  in  Iowa.  With  a  record  of  two 
hundred  millions  of  almost  worthless  stock  sold  In 
Iowa  In  two  years  with  hundreds  more  millions  spent 
in  reckless  land  speculation,  and  hundreds  more 
millions  spent  in  senseless  buying  of  autos  and  lux- 
uries of  all  kinds  is  It  any  wonder  that  money  is 
tight?  It  was  great  while  It  lasted,  but  the  pay  day 
is  here. 


15 


Second,  the  war  Inflated  prices  to  such  an  extent 
that  the  whole  credit  system  was  put  on  a  false  basis. 
Money  was  So  easy  that  obligations  were  assumed 
without  the  usual  care  either  on  the  part  of  borrowe* 
or  banker.  Extensive  lines  of  long  time  paper  were 
taken  on,  do;>osits  Increased  rapidly,  loans  increased 
faster,  instead  of  debts  paid,  new  obligations  were 
made,  debt  pyramided  on  debt,  until  an  over-exten- 
sion of  credit  resulted  which  will  take  months  to  clear 
away. 

This  Statement  and  the  foregoing  figures  are 
commended  to  the  individuals  who  think  tliat 
this  tide  of  inflation  should  have  been  allowed 
to  go  on  swelling  indefinitely.  Isn't  the  debt- 
paying  job  big  enough  as  it  is  ? 

Relations  Between  the  Banks  and  Farmers. 

Mr.  Andrews  stated  the  relations  existing 
between  the  banks  and  farmers  of  Iowa  and 
described  the  situation  as  follows,  in  part : 

We  must  not  loso  sight  In  our  discussion  that 
the  interests  of  the  bankers  and  farmers  of  Iowa  are 
so  nearly  identical  that  anything  that  affects  one, 
affects  both,  for  the  very  good  reason  that  in  a  large 
per  cent  of  the  banks  of  Iowa,  the  farmer  Is  the  prin- 
cipal stockholder  and  the  largest  depositor. 

In  this  greatest  of  agricultural  states,  all  business 
Is  dependent  on  the  prosperity  of  the  farmer.  In  fact, 
his  prosperity  is  the  prosperity  of  Iowa,  and  whatever 
effects  the  well  being  and  solvency  of  Iowa,  should  re- 
ceive the  careful  thought  of  all  and  the  hearty  co- 
operation of  every  interest. 

The  bankers  of  Iowa  wish  to  meet  the  farmers  of 
this  state  on  this  common  ground  of  co-operation, 
telling  each  other  their  troubles  and  believing  that 
the  hearty  good  feeling  that  has  always  been  mani- 
fested in  the  past  will  continue  and  that  these  dis- 
cussions will  not  be  fruitless  of  results. 

Let  us  consider  these  problems  first  by  getting  down 
to  the  true  conditions  affecting  farmers  and  b.inkers. 
It  has  been  said  by  some  irresponsible,  misinformed 
persons  that  the  farmers  of  Iowa  were  not  receiving 
the  credit  thoy  should  from  Iowa  banks.  The  banks 
of  Iowa  have  practically  only  one  customer,  the  Iowa 
farmer.  In  a  large  measure,  he  owns  the  banks,  the 
deposits  of  the  banks  arc  made  up  principally  of  his 
money,  he  has  through  wise  legislation  safeguarded 
the  business  of  banking  in  this  state  by  strict  laws, 
both  national  and  state. 

The  bankers  receive  deposits  as  trust  funds,  payable 
mostly  on  demand,  to  the  man  who  puts  the  money  in 
the  bank.  The  bank  cannot  create  credit.  Its  cus- 
tomers determine  its  credit  strength.  The  bank  can 
only  loan  what  is  deposited  with  It,  regarding 
these  sums  always  as  trust  funds  and  knowing  that 
they  are  payable  on  demand  at  any  time  the  customer 
wants  his  money.  The  banker  has  sacred  obligations 
to  meet  every  day  and  his  loans  must  be  kept  in  such 
condition  that  he  can  meet  them. 

The  last  published  statement  of  Iowa  banks  shows 
that  these  banks  had  loaned  out  to  the  farmers  of 
Iowa,  not  only  the  legal  percentage  of  these  deposits, 
but  also  their  capital  and  surplus  profits,  and  l)e8ide 
all  this,  they  have  borrowed  and  reloaned  many  mil- 
lions of  dollars,  the  Federal  Reserve  Bank  of  Chicago 
alone  showing  that  Iowa  banks  have  borrowed  over 
twice  what  they  are  entitled  to  under  the  basic  rule. 

The  report  of  the  superintendent  of  banks  of  Iowa 
shows  that  the  loans  of  Iowa  state  and  savings  banks 
have  Increased  $72,600,000  during  the  past  year,  that 
their  bills  payable  have  Increased  $:;0.000.000.  It  also 
shows  that  In  the  last  three  months  their  deposits 
have  decreased  $16,200,000. 

With  these  facts  before  one,  can  any  sane  man 
■ay  that  the  Iowa  banks  are  not  taking  care  of  the 
Iowa  farmers? 

Deposits  In  Iowa  banks  have  been  declining  In  the 
last  three  months.  Every  time  a  deposit  Is  checked 
out  by  a  farmer  from  his  bank,  he  weakens  Just  that 
much  the  credit  structure  that  Iowa  farmers  need  now 
more  than  ever  before. 


Iowa  banks  have  renewed  millions  of  dollars  of 
loans  which  have  become  due  the  last  few  months, 
because  they  did  not  wish  to  force  payment  and  cause 
their  customers  a  loss.  But  in  this  regard,  all  should 
remember  that  the  Individual  has  Just  the  same  ob- 
ligation to  pay  his  debts  as  the  bank  has  to  pay  its 
deposits  and  all  contracts  of  this  nature  should  be 
lived  up  to  as  nearly  as  possible. 

Iowa  banks  have  taken  care  of  their  customers. 
They  have  borrowed  to  loan  more  money  and  have 
borrowed  again  to  pay  depositors  Instead  of  calling 
loans  and  making  the  Iowa  farmer  pay  his  debts. 
Why  Is  money  tight  In  Iowa?  Because  the  Iowa 
farmer  does  not  pay  his  loans.  That  is  the  only  rea- 
son. • 

Having  established  the  fact  that  the  Iowa  banker 
has  gone  the  limit  in  financing  the  Iowa  farmer,  let  us 
look  on  the  other  side  and  see  what  this  deflation  of 
prices  has  done  to  the  farming  interests.  By  the 
providence  of  God,  Iowa  farmers  produced  this  year 
the  greatest  crops  ever  known.  Wresting  the  crown 
from  Illnois,  Iowa  has  produced  more  corn  than  was 
ever  grown  by  one  state  before.  The  richest  agri- 
cultural tract  of  land  in  the  world  of  its  size,  has 
broken  its  own  record  of  past  years,  all  at  highest  pro- 
duction costs.  What  is  the  situation?  Prices  on  farm 
products  have  been  beaten  down  and  down  until  many 
are  less  than  half  what  they  were  July  1.  The  most 
serious  economic  situation  in  Its  history  has  developed 
in  Iowa.  Her  chief  industry  has  been  dealt  an  awful 
blow  and  all  business  interests  must  co-operate  to 
aid  in  solving  the  grave  situation. 

•        •        •        •        • 

While  It  Is  a  fact  that  prices  are  down,  that  credit 
is  strained  and  the  whole  industrial  fabric  much 
weakened,  still  here  in  Iowa  we  have  no  cause  for 
alarm.  We  have  immense  crops  which  the  world 
must  use  sooner  or  later  at  fair  prices,  and  the  right 
spirit  of  co-operation  will  bring  out  everything  all 
right  without  serious  trouble. 

Conferences  Helpful. 

The  views  expressed  on  all  sides  were  gen- 
erally constructive  and  reasonable.  The  farm- 
ers agreed  that  the  crops  should  be  moved 
gradually,  to  meet  consumption  ref|uirements 
and  with  proper  regard  for  the  banking  situa- 
tion, and  on  the  other  hand  the  bankers  agreed 
that  all  interests  would  be  best  served  by  a 
moderate  movement  which  did  not  over-bur- 
den the  markets  under  the  existing  unfavor- 
able conditions. 

It  was  a  fine  idea  to  have  these  conferences. 
They  illustrate  the  manner  in  which  all  emer- 
gencies affecting  the  welfare  of  large  numbers 
of  people  should  be  met.  Unquestionably  they 
will  exert  a  good  influence  not  only  within  the 
borders  of  Iowa  but  outside,  and  not  only 
among  farmers  and  bankers  but  among  other 
people  who  are  thinking  that  their  own  trou- 
bles are  the  only  ones.  The  counsellors  and 
leaders  of  labor,  who  want  to  know  what  is  the 
matter  with  the  markets  for  labor  products, 
why  industries  are  shutting  down,  and  what  is 
their  own  proper  part  in  this  situation,  will  get 
light  on  the  subject  by  reading  the  reports  of 
these  conferences. 

Cattle-Growing  Interests. 

The  cattle-growing  interests  of  the  West 
have  had  much  to  contend  with  in  the  last  few 
years.  First,  there  was  a  prolonged  drought 
in    Texas    which    compelled    the    sacrifice    of 
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many  herds,  and  then  came  a  drought  in  the 
Northwest,  followed  by  a  very  severe  winter 
on  the  range,  in  which  many  head  were  lost 
and  which  entailed  very  heavy  expenses  for 
feed  or  the  movement  of  animals  to  other 
states.  The  winter  also  entailed  heavy  losses 
upon  the  sheep-growers  and  inability  to  sell 
their  wool  this  year  has  increased  their  bur- 
dens and  those  of  the  banks  in  the  range  coun- 
try. 

During  the  war  the  price  of  cattle  rose  with 
other  prices,  there  was  an  increased  demand 
for  loans  upon  cattle  security,-  and  cattle-loan 
companies  expanded  their  operations,  selling 
much  paper  over  the  country  through  brokers, 
as  is  customary  with  commercial  paper.  Such 
paper  is  not  supposed  to  be  renewable.  What 
gives  commercial  paper  a  wide  market  is  the 
assurance  that  it  will  be  paid  when  and  where 
it  falls  due,  without  request  for  renewal.  It 
is  supposed  to  represent  commodities  which 
will  be  sold  before  the  paper  matures  and  thus 
provide  the  funds  for  payment.  Take  away 
this  assurance,  and  the  market  for  any  maker's 
paper  will  quickly  disappear. 

Too  much  cattle  paper  was  put  out  which 
did  not  have  this  quality ;  in  some  instances  it 
represented  stock  cattle,  which  the  owners  did 
not  intend  or  desire  to  sell.  This  class  of  paper 
hurt  the  reputation  of  cattle  paper  as  a  class. 
As  the  money  market  tightened  it  became  dif- 
ficult to  float  fresh  paper  on  the  market,  and 
the  makers  had  to  fall  back  on  the  banks  where 
they  had  permanent  relations,  for  the  mearts 
to  take  up  their  maturing  obligations.  These 
lianks  were  already  heavily  loaned,  and  could 
not  assume  the  additional  burden.  Cattle  were 
forced  on  the  market,  prices  were  depressed 
and  heavy  losses  sustained.  Furthermore,  the 
cattle  industry  was  becoming  demoralized  and 
cattle  supplies  in  the  future  threatened,  as 
stock  cattle,  immature,  half-fat,  animals  and 
calves  were  sent  to  slaughter.  A  great  corn 
rrop  was  shrinking  in  value  because  of  the  poor 
outlook  for  fattening  operations. 

In  view  of  this  situation  the  initiative  was 
taken  by  Chicago  bankers  in  organizing  a  cor- 
poration which  is  to  handle  a  fund  to  be  used 
where  necessary  to  protect  and  stabilize  the 
situation.  Some  $22,000,000  has  been  sub- 
scribed by  banks  of  Chicago,  New  York  and 
Koston.  The  plan  does  not  contemplate  a 
permanent  organization,  but  simply  one  to 
deal  with  the  present  emergency. 

The  Controih'ng  Influence. 

Wc  are  in  receipt  of  a  letter  from  Professor 
C.  W.  .A.skling,  a  lecturer  in  a  technical  school 
at  Norrkoping,  Sweden,  and  a  consulting  en- 
gineer, who  has  the  following  comment  upon 
the  world  situation,  quite  applicable  here : 

I  am  In  rpcplpt  of  your  lettor  of  the  29th  Sopt.  and 
your   Monthly   liank   Letters   for   September  and   Oc- 


tober.     PIea.se    accept    my    sincere    thanks    for    your 
courtesy. 

From  the  two  copies  received  I  find  that  your  views 
are  rather  optimistic.  These  may  be  well  founded  for 
the  United  States,  but  according  to  my  opinion  there 
will,  for  a  long  period,  be  hard  times  for  Europe.  One 
of  the  greatest  dangers  Is  the  general  ignorance  of 
economic  laws,  but  the  excellent  way  in  which  you  are 
instructing  the  public  in  your  country  cannot  cer- 
tainly fail  to  bear  good  fruit.  As  for  great  parts  of 
Europe,  some  lines  by  Herbert  Spencer  of  1S95  will 
unfortunately  hold  true  for  .several  years  to  come: 
"Under  your  present  condition  men  could  not  be  got 
to  listen.  Even  if  they  listened  they  would  not  be 
convinced.  And  even  if  they  were  convinced, 
their  conduct  would  not  be  appreciably  affect- 
ed. When  men  are  under  the  influence  of  pro- 
nounced feelings  no  amount  of  reason  changes  their 
behavior.  .  .  .  Feelings,  not  ideas,  determine  social 
results.  Everything  depends,  not  upon  intellect,  but 
upon  character  and  character  is  not  to  be  chan^^ed  in 
a  day  or  in  a  generation." 

The  Bond  Market, 


In  the  face  of  heavy  liquidation  in  practically 
all  markets  within  the  past  few  weeks,  the  be- 
havior of  high  grade  bonds  has  been  nothing  short 
of  remarkable.  The  active  demand  for  bonds 
which  had  manifested  itself  throughout  the  month 
of  October  continued  practically  unabated  up  to 
the  very  beginning  of  November  when  the  recent 
wave  of  selling  of  stocks  first  made  itself  felt  on 
the  Exchange.  This  wave  grew  to  larger  propor- 
tions than  generally  had  been  anticipated  and 
swept  many  "market  leaders"  to  distinct  low 
levels  of  the  year. 

The  average  price  of  forty  representative  bonds 
declined  only  2%  points  within  the  three  weeks 
period  ending  November  20th.  During  the  same 
time  twenty-five  industrial  stocks  lost  over  15 
points.  Twenty-five  railroad  stocks  declined 
about  4  points.  This  record  in  itself  would  seem 
to  be  a  fair  indication  of  the  latent  demand  for 
bonds  and  the  present  inherent  strength  of  the 
bond  market. 

Railroad  Bonds. 

In  the  latter  part  of  October  a  public  ofTering 
v/as  made  of  $8,107,000  Illinois  Central  Railroad 
Company  five  to  fifteen-year  7%  Equipment  Trust 
Certificates,  at  various  prices  to  yield  from  6.75 
to  6.60%.  New  railroad  issues  were  conspicuous 
for  their  absence  during  Noveinber  until  the  20th 
of  the  month,  when  $4,500,000  Chesapeake  & 
Ohio  Railway  Company  four  to  fifteen-year  6J^% 
Equipment  Trust  Certificates  were  ofTered  at 
prices  to  yield  from  6.85  to  6.70%.  About  a  week 
Inter  $25,000,000  Canadian  Northern  Railway 
(Canadian  National  Railways  System)  20-year 
7%  Sinking  Fund  Debenture  Bonds,  due  Decem- 
ber i;  1940,  were  offered  at  100  and  interest.  All 
of  the  above  issues  were  quickly  absorbed. 

Industrial  Bonds. 

Prominent  among  industrial  financing  of 
the  month  was  the  oflfering  of  $27,500,000  Gen- 
eral Electric  Company  stock  at  par.  A  few 
weeks  earlier  an  issue  of  $.10,000,000  Wcsting- 


17 


house  Electric  and  Manufacturing  Company 
7  per  cent  Gold  Bonds,  maturing  May  1,  1931, 
was  heavily  oversubscribed  at  the  oflfering 
price  of  94^4  and  interest,  to  yield  about  7^^ 
per  cent.  Other  new  financing  by  well-known 
industrial  corporations  included : 

$10,000,000  NaUonal    Leather    Company    Five-Tear    8 
per  cent  Notes  at  par  and  Intereat. 

(,000,000  Diamond  Match  Company  Fifteen- Year  7H 
per  cent  Debentures  at  par  and  Intereat. 

4,460,000  Galena  Signal  Oil  Company  7  per  cent  Con- 
vertible Debenture  Bonds,  due  April  1,  19S0, 
at  93  H  and  Interest,  to  yield  about  8  per 
cent. 
12,000,000  Aluminum  Company  of  America  Flve-Ycar 
7  per  cent  Oold  Notes  at  97  ^  and  interest, 
to  yield  about  7.60  per  cent. 

Municipal  Bonds. 

There  was  a  substantial  increase  in  the  vol- 
ume of  new  municipal  financing  during  the 
last  two  weeks  of  October.  The  demand  dur- 
ing the  whole  month  was  strong  and  bonds 
proved  attractive  at  considerably  higher  price 
levels  which  have  since  been  well  maintained. 


$9,650,000  Miami  Conservancy  District,  Ohio 
5>^s,  due  serially  from  1925  to  1949,  were 
quickly  taken  at  prices  to  yield  5.60  per  cent 
on  maturities  1925  to  1930,  5.50  per  cent  on 
1931  to  1935  maturities  and  5.40  per  cent  on  the 
long  term  bonds. 

United  States  Qovemment  Bonds. 

The  new  offering  of  $200,000,000  U.  S.  Cer- 
tificates of  Indebtedness  dated  November  15th, 
maturing  May  16th,  1921,  and  bearing  5}i  per 
cent  interest,  was  substantially  over-sub- 
scribed. The  proceeds  from  the  sale  of  the 
major  portion  of  these  certificates  was  used  to 
refund  $102,863,000  of  Sy^  per  cent  certificates 
which  matured  November  15th. 

Prices  for  Federal  Farm  Loan  5's  have  con- 
tinued upward.  Nevertheless,  general  liquida- 
tion, and  selling  to  establish  losses  for  tax  pur- 
poses, have  resulted  in  somewhat  lower  prices 
for  Liberty  Bond  issues  in  spite  of  the  opera- 
tion of  the  lyi  per  cent  sinking  fund  purchases. 

THE  NATIONAL  CITY  BANK  OF  NEW  YORK 
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THE  NATIONAL  CITY  BANK 

OF  NEW  YORK 

AND  BRANCHES 
Condensed  Statement  of  Condition  as  of  November  15, 1920 

ASSETS 

CASH  on  Hand,  in  Federal  Reserve  Bank,  due 

from  Banks.  Bankers  and  U.  S.  Treasurer    .  $272,842,939.96 
Acceptances  of  Other  Banks 8,492,456.61  $281,335,396.57 

Loans    and    Discounts 626.571,419.03 

United  States  Bonds,  other  Bonds  and  Securities      36,970.918.09 

Stock  in  Federal  Reserve  Bank 2.550,000.00    666.092.337.12 

Banking   House        5,000,000.00 

Due  from  Branches 12,439.742.85 

Customers'  Liability  Account  of  Acceptances 66.958.156.75 

Other  Assets 4.245.626.95 

$1.036.071.260.24 

LIABILITIES 

Capital,  Surplus  and  Undivided  Profits $106,045,328.87 

Deposits       700.102,086.74 

Reserved  for  Taxes  and  Interest  Accrued 4,777,131.86 

Unearned    Discount 3,581.654.64 

Circulation       1.431,942.50 

Due  to  Federal  Reserve  Bank 123,818,367.47 

Other  Bank  Acceptances  and  Foreign  Bills  sold  with  our 

Endorsement 21,091.185.78 

Acceptances.  Cash  Letters  of  Credit  and  Travelers'  Checks  .    .  70,757,148.34 

Bonds   Borrowed 2,228,000.00 

Other    Liabilities 2,238,414.04 

$1.036.071.260.24 
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INDEX  1920 


Month  Page 
AGRICULTURE 

(See  "Foodstuffs"  and  diffcreni  commodities) 
Banker-Farmer  Conference  Dec.  14-16 

Cattle  Growing  Interests  Dec.  17-18 

Conditions  May  6-8;  June  2-3;   July    3-4 

Co-operation  Among  Farmers        Feb.  17;   Nov.      11 
Discontent  of  Farmers  with  Price 

Reductions  Apr.  9-11 

Farm  Land  Values  Dec.  11-14 

Production  Costs  Dec.      11 

Price   Reductions  Mar.  1;   Dec.        2 

Scarcity  of  Farm  Labor        Feb.  2;  Apr.  1;   May        7 
Wildcat  Investments  by 

Farmers 
Yield  the  Essential  Factor 

ARGENTINA 

Exchange   Rate 

Loan  to  Great  Britain, 
Italy 

Trade  Balance 

Wheat  Crop 
ASIA 

Buying  Power  -  Oct. 

Trade  Balance  and  Exchange  Mar. 


Apr.  4-6;   Oct.       10 
Dec.  13-14 


May  4; 
France  and 

Jan.  7;   April  3; 


Oct. 

Aug. 
Mar. 
July 

Nov. 
July 


Nov.      14 
Sept.       6 


Aug.  9 
Mar.  1 
Oct.         8 


Feb. 


BANKING  CONDITIONS 
(See  each  month) 
Call  Loan  Rates 
High  Interest  Rates 

BANKS 

(See  "Federal  Reserve") 
Co-operative  Labor  Banks 

'  Increase  of   Bank  Clearings 
Postal    Savings   Proposals 

BELGIUM 
Belgian   Notes  Well  Received  Here 

BOND  MARKET 

(See  each  month) 

BRITISH  AFFAIRS 
Anglo-French  (<oQ"  Apr.  2-3;   Oct.         6 

Finances  July    6-7 

Labor  Troubles  Sept.     10 

Textile  Conditions  July        2 

Use  of  British  Credit  Mar.       6 

BUILDING 
Curtailed  by  Costs  of  Materials        July  3;   Aug.        1 

BUSINESS  CONDITIONS 
(See  each  month) 

BUSINESS,    THE    SWING    OF  Dec.    3-6 

CANADA 

Exchange  Situation  Apr.  3-4;   Oct.  6;   Nov.        6 

Competition  Dec.        6 

Trade  Relation  with  U.  S.  Dec.        6 


Jan.  3;  Mar.  13-14 

May  3;   Sept.  7-8 

Sept.  8-9 

Jan.        4 


CAPITAL 

Need  of 

Scarcity  of 

Service  to  Community 

Supply   of 

Wasted  by  Unwise  Investment 

Apr.  4-7;   May  13-14;   Oct.  10-11 

CHINA 

.Mr.  Lamont  and  the  Consortium  July  10-11 

COAL 

Consumption    and    Shipments  Aug.        7 

Evils  of  Seasonal  Employment  Feb.    1-2 

Prices  Boosted  by  Competitive  Bidding        Sept.       3 
ProfllB  and   Taxes  Apr.        8 

CO-OPERATION 

(See  also  "Distribution") 
Co-operative    Banking  Aug.        9 

Co-operation  Among  Farmers      Feb.  17;   Nov.  11-12 
Industrial  Co-operative  Enterprises  Aug.      10 

Prosperity  Contingent  upon  Co-operative 

Spirit  Mar.  2;   Nov.  12-13 

CORN 
Crop  and  Price  Oct.        1 


Nov. 

11 

;   Oct. 

2 

Jan. 

6 

Nov.  2 

-3,  6 

July 

5 

Aug. 

2 

s    Aug. 

4-5 

Dec. 

10 

;   Oct. 

6 

Apr. 

14 

Sept. 

6-7 

;   Nov. 

8-10 

;    Dec. 

7-8 

;   Nov. 

R-7 

Apr. 

7 

Month  Page 
COTTON 

American  Cotton  Association 

Crop  May  7 

Less   Woven 

Price  June  2;   Oct.  2; 

CREDIT 

Capital  and  Credit 

Conditions   Not  Improved 

Expansion — Relation  to  Prices  and  Wages 

Foreign  Credits  Necessary 

Franco-British  Loan  Payment       Apr.  2-3 

French   Need  of  Credit 

High  Interest  Rates 

Inflation  Jan.  2;   Mar.  3;   Aug.  4-5; 

Process  of  Deflation  Oct.  4-5 

Short  Credits  to  Farmers  Jan.  14 

Tight  Money  and  Stock  Flotations 

DISCOUNT  RATES 

(See  each  month) 
DISTRIBUTION 
Co-operative  Distribution  Agencies 

Feb.  18;  Apr.  11;   Aug.      10 
Is  Speculation  Pernicious?  Aug.  10;  Sept.      6 

EDGE   LAW  Jan.         7 

ENGLAND 

(Sec  "British  Affairs") 
EXCHANGES 

(See  each  month  and  "Foreign  Trade") 

EXPORT  TRADE 

Export  Trade  Threatened  Feb.        2 

Foodstuffs  Feb.  16-17 

Need  for  Government  Aid  Jan.         6 

EUROPE 

Food  Drafts  Feb. 

International  Chamber  of  Commerce  Aug. 

Need  for  Raw  Materials  Mar. 

North  European  Economic  Conditions  Aug.        3 
Relief  Measures  and  Business  Recon- 
struction                                           Feb.  4-7;   Mar.        9 

Trade  Balance  Mar.        B 

FEDERAL  RESERVE  BANKS 

Discount  Rates   (See  each  month) 
Help  Move  Crops  Aug.        4 

Statement,  Dec.  26,  1919  Jan.      14 

Relations  to  Inflated  Credit  Nov.        9 

FINANCIAL 

(See  "Money  Market") 

FLAX 
Good  Crop  Aug.        2 

FOODSTUFFS 

Good   Prospects  of  High   Yield 
Outlook 

Prices  Steadied 
Price  Reduction 
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12 

9 


Railroad  Strike  Raises  Prices 


Aug. 

Feb.  16-17;   Mar. 

June  3;   Nov. 

Sept. 
May 


FOREIGN  TRADE 

(Sec  "Exports".  "Commodities",  "Exchange", 

and  different  countries) 

First  Edge  Corporation  May        4 

Unbalanced  Conditions  Jan.         1 

FRANCE 

Anglo-French  Loan  Apr.  2-3;  Oct.         6 

Industrial    Recovery  Aug.      12 

Proi^osed  Taxation  Apr.      13 

GERMANY 

Financial  Situation  Feb.  7-12 

Indemnity  June       9 

GOLD 

(See  different  countries) 

Economic  Principles  of  the  Gold  Standard  Mar.    5-9 

Effect  of  Anglo-French  Loan  Repayment  Apr.        2 

Importations  Ease  Money  Market  Oct.         5 

Movements  Jan.  8;  Feb.  4;  Mar.  4-5;  Oct.         8 

Used  in  the  Arts  Feb.        4 


Mar.  «:  May  4; 


Month  Pag* 
GOLD  CERTIFICATES 

Made  Liegal  Tender  Jan.         9 

GOVERNMENT  OWNERSHIP  AND  CONTROL 
Objection!  to  Government  Ownership  of 

Kallroada  Jan.      12 

Weakneaa  of  Oovemmental  Management 

Apr.  9;  Aug.       7 
INDUSTRY 

(Set  also  "Co-operation") 
Curtailed  Production  o(  Shoes  and 

Textiles  Aug.    1-2 

Depression  Dec.        4 

Improvement  Dec.        5 

Increase  of  Industrial  Equipment  Mar.   1-2 

Industrial  Progress  Mar.  13-14 

Manufacturing  Conditions  June  2;   Sept.      2 

Why  Industries  Shut  Down  Dec.        6 

ITALY 

Shipping  Association  Aug.  10-11 

JAPAN 

Exchange  Situation 
Industrial  Reaction 
LABOR 

(See  "Profit-Sharing",  "Strikes",  "Wages' 
and  different  countries) 
Increased  Employment 
Interdependence   of   Capital   and   Labor 
Leaving    Farms  Feb.  2;   Apr.  1;   May 

Renewed  Immigration  June 

Unemployment  and  Reduced  Purchasing 

Power 
Unemployment  in  Industries  and  Shortage 

on  Farms  June       S 

Unions  and  Common  Carriers  Sept.  9-10 

Union  Conservatism  Nov.     11 

LEATHER 
Curtailed   Production  Aug.       2 

Drop  in  Price  July        3 

Kffect  of  Price  Reduction  on  Shoes  Nov.        S 

LOANS 

(See  "Credit"  and  different  countries) 
Highest  Point  Mar.        3 

MEATS  AND  DAIRY  PRODUCTS 
Decline   of   Exports  and   Prices 

Jan.  2;   Feb.  17;   Apr. 
Feeders  Dlssatified  with  Drop  In  Prices        Feb. 


Month  Pag* 
Sept.       i 


July 
May 


May 
Jan. 


Nov. 


11 

2 

May    8-9 


Sept.  S-6 

Aug.  3;   Nov.    1-8 

July    1-2 

Mar.        3 

Mar.  14;   Sept.       3 


Packing  Industry 

Price  Increases  July        4 

MONEY  MARKET 

Jan.  7-8;  Feb.  3;   Mar.  2-4;  Apr.  1-2; 

June  8-9;   Sept.  6-7;   Nov.  14;   Dec.    7-8 
NATIONAL  CITY  BANK  OF  NEW  YORK 

New  Branches     Jan.  IS;  Feb.  19;  Mar.  16;   May      14 

Publications  July      11 

PRICES 

Economic   I>aw   of   Prices 

Factors  In  Price  Reductions 

Future  Reductions  Forecast 

Level  Too  High 

Natural  Law 

Prolonged  Depression  Improbable    Sept  1;   Oct. 

Quantity  Production  Make  Low  Prices         Oct.         3 

Retailers  Unwilling  to  Reduce  Prices  Nov.        4 

Retail  Price  Reductions  June  1;   Oct.         3 

Scarcity   of   Capital    Makes   High   Prices     Sept.  7-8 

Structure   Top-Heavy  Dec.        8 

PRODUCTION 

(See  also  "Industry"  and  different  com- 
modities) 

Curtailment  Unwise  Nov. 

Increased  by  High  Profits  Jan.  4;   Sept. 

Need  for  Increased  Production        May  1-2  and  9-18 

Quantity  Production   Essential   to  Low 
FYices  Oct.        8 

Restricted  by  Short  Week  and  High  Wages 

Jan.  6;  Feb.  1;   Mar.  13-14 
PROFITS 

High  Prices  Due  to  Economic  Law  Sept.  1-8 

Social  Benefit  Jan.  4;   Apr.    7-8 

Stimulate   Production  Sept.       4 

RAILROADS 

Cost  of  Capital  Feb.      14 

Earnings  Feb.  12;   July        8 

Esch-Cummlns  Bill 

Jan.  10-18;  Feb.  12-18;  Mar.  10-18 


12 
4 


Freight  Rates  and  Retail  Prices 
Interstate    Commerce    Commission 

Mar.  12:  June  6;  Aug. 
Must  Be  Made  ProflUble  to  Both 


Aug.  6;  Sept. 

Feb.  13-14  June 

June 

Apr. 

Mar.  11;  June 

June 


8 

6 
4-6 

15 

6 

4-7 


Jan.  13-14 


Sept. 
July 
Aug. 
Aug. 


9 
8 

6-7 
6-7 


Aug.  10-11 


Nov.  10-12 


Investors  and  Workmen 

Needed  Facilities 

Need  for  New  Capital 

Railroad  Security  Issues 

Rate  Making 

Revival  of  Credit 

Salaries 

Service  Inadequate 

Feb.  3;  July  8;  Aug.  (-8; 

Switchmen's  Strike  June  6; 

Valuation  Jan.  18;  Feb.  14-15; 

Wage  Award 
SHIPPING 

Italian  Co-operative  Shipping  Company 
SILVER 

Decline  Reduced  Asiatic  Buying  Nov.       2 

Effect  of  Pittman  Act  June  7-8;   July        8 

Market  Conditions  Jan.  8;   Feb.      19 

SOCIAL  CONDITIONS 

Civilized    Society    Interdependent 

Interrelations  of  Producers  and 

Consumers  Apr.  10-11 

Living  Standards  Raised  Not  by  High  Wage 

but  by  Increased  Production  Jan.        S 

SOUTH   AMERICA 

Second   Pan-American   Conference 

Trade  and  Exchahge  Mar.  6;  July  7; 

STEEL 

Europe  Selling  U.  S.  Steel   Stocks 

Heavy  Demand  for  Product  Mar.  1-2; 

U.  S.  Steel  Corporation  not  Dissolved 
STRIKES 

End  of  Steel  Strike 

Railroad  Strike  May  1; 

SUGAR 

Consumption  and  Scarcity 

Mr.  Hoover  Suggests  Rationing 

Price   Reduction  Aug.  3; 

Shortage  and  Price  Increases  May  8; 

TAXATION 

Federal  Taxes  on  Incomes  and  Profits 

Merits   of   French   Proposals 

Stock  Dividends  not  Taxable  as  Income 

Tax  on  War  Profits  a  Tax  on  Capital 
TEXTILES 

Curtailment  of  Production  July  1;  Aug.  1; 

Decline  in  Cotton  and  Woolen  Goods 

Heavy  Buying  Feb.  1 

Prices  Unsettled  by  Reduced  Buying 

June  2 

Profits 

Prosperity  of  Cotton  Goods 
Manufacturers 

Shortage  of  Goods 

Silk  Price  Drop 
TRANSPORTATION 

Cheap  Transportation  and  Low  Prices 

Great  La.kes-St.  Lawrence  Project 

Inadequate  Transportation 
WAGES 

Cycle  of  Wages  and  Price  Advance 

Economic  Law  of  Prices  and  Wages 

Sept.  3-6; 

Effect  of  Exchange 

High  Wages  Keep  Prices  Up 

In   Textile   Industries  Mar.  14; 

Wages  Versus  Capital 

Wage    Reduction  Nov.  3-4;   12-13 

WEALTH 

Public  Value 
WHEAT 

Crop  Conditions  Apr.  1;   July  3; 

Milling  Curtailed  by  Falling  Market 

Reduction  in  Acreage 

World  Production  and  Consumption 

Nov.  4-6 

Tletd,  and  Exports 
WOOL 

(See  "Textiles") 

Decline  in  Price  July  2-4; 

Stagnant  Market 
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1 
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Apr.      13 

May        6 

Sept. 
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18 
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12 
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